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FRGH  POISDIli  TO  STUTTGART  ->  TSSS 
SECOMD  mSB  Cr  P08T>iSUBRSlD3ffi  FOLICT 

THB  FIRST  RBXRSIDERATIOR  CF  OCCUFATIOH  FOLICT 

Th«  Baontalw  of  B«ii1o  Policy  QuaatioM 

Thd  last  thra*  months  of  1945  wars  a  tins  of  raoonsidsratlon  of  basio 
oeoupatloo  polleios,  both  in  Washington  aad  in  tho  thoater*  It  %Nia  a  noot 
qiMstlon  vhsthor  guldasos  suitable  to  the  actual  situation  in  Germany  could 
be  fitted  into  the  framework  of  JCS  1067/6  or  whether  outri^t  modlf loati<» 
would  bo  xMoessary.  This  uncertainty  led  to  the  postponement  of  polloy 
deoisio^.  For  example,  the  Joint  Chiefs  of  Staff  cabled  the  theater  on 
6  September  1945 t 

*..•  The  problems  of  reparations  and  restitution  are  now  under 
oonsideratlon  by  ^tate  Department  as  a  natter  of  urgency*  US  policy 
on  exports  from  Germany  is  inrolTod  in  the  whole  question  of  restio 
tution  and  reparation,  "w 

Steps  looking  toward  the  revision  of  basic  occupation  policies  were  taken 
both  in  Washington  and  in  the  theater.  On  30  August,  1945,  President  ITtnmn 
requested  5yron  Price  to  go  to  Germany  to  survey  "the  general  subject  of  rela¬ 
tions  between  the  American  Forces  of  Occupation  and  the  German  people."  Since 
these  relations  were,  of  course,  in  large  part  a  result  of  the  policies  pur- 
sudad  by  Military  Governnsnt,  the  Byron  Price  mission  developed  into  a  general 
review  of  policy.  Prevloua  policy  confllcte  had  caused  some  military  govern¬ 
ment  officers  to  feel  that  policies  were  made  in  Washington  and  had  to  be 

57  Paraphrase  of  cable from  JCS  to  CG  USFiiT  for  Eieenhower,  WD  CM  OUT  60613 
of  Sept  6,  1945,  CAD  Numerical  File,  RG-122,  DRB.  GBCRET 
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acoapted.  Sinoe  IVioe  was  quite  ready  to  listen  to  reasonable  critioism,  how- 
ever,  his  oonversations  with  military  government  officers  in  the  field  encour¬ 
aged  the  idea  that  policy  could  and  should  be  changed  \disn  neoessary. 

aa  9f 

Oba  of  the  first  responses  to  the  gradual  change  of  elinate  was  a  staff 
study  of  industrial  disarmament  prepared  by  the  Industry  Division  of  K4GU5,a 
draft  of  tftiioh  was  circulated  in  theater  headquarters  and  also  sent  to  Wash¬ 
ington  on  6  October,  1945<  While  the  study  oarrisd  the  caveat  "preliminary 
draft,  not  adopted  as  official, "  it  was  nevertheless  a  clear  indication  of 
the  thinking  of  leading  OMGDS  technical  personnel. 

Ibe  6  October  1945  stciff  study  began;  by  pointing  out  that  tha  level 
of  industry  for  Western  Germany  could  not  be  determined  without  the  facts  on 
the  Soviet  Zona.  4  Germany  admlnlstarad  as  four  separate  aonas  was  in  no 
sense  an  "economo  unit".  V'^hile  the  Potsdam  Protocol  cotjld  be  constiued  to 
reduce  the  German  standard  of  living  to  that  of  other  countries,  it  could 
also  l>e  interpreted  as  demanding  the  advemce  of  other  countries  to  the  hl^ 
German  standard.  In  any  case,  the  prosperity  of  Europe  der^ended  on  a  certain 
level  of  economic  activity  in  Germany.  Specifically,  the  stcUTf  8t\]dy  con¬ 
cluded  thatt 

(a)  Germany's  direct  facilities  to  make  war  had  already 
been  destroyed  by  the  elimination  of  the  Gernmn  Armed 
Forces,  confiscation  of  foreign  holdings,  dismantling  of 
war  industries  as  well  as  loss  of  territory  and  result¬ 
ing  dependency  on  food  imports; 
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(b)  Gtraugr'*  lAduatrlal  potaatl*!  to  aoln  wor  oould  bo  offoo^ 
titalsr  oUiiiaatod  bi'  a  fov  opoolflo  oontrolfl  and  llBitationo} 

(o)  A  rapid  rababUltatlon  of  daman  Induatrp  and  aoonoogr  aaa 
aaaantial  to  tho  wall>balng  of  nalidil^wlns  natlooa  and  to 
poUtloal  and  aeononlo  atabllltgr  In  Auropa  aa  a  vholoi  and 
(d)  a  dapandant  and  aoonoBlealljr  matabla  Gamaiqr  Mia  a  aotiroo 
of  polltioal  wraat  and  a  eonatant  throat  to  paaaa  In 
Kuropa* 

I 

staff  study  ttian  roeoBaiandsd  that  la  dsolding  vtiathar  a  plant  should 
ba  daolarad  avallablo  for  raparatiODB>  tha  naln  quaation  should  ba  vhathar  It 
was  naadad  for  paaeaful  olTlXian  produotion  (inoludlac  oonatruotlon  and  axporta) 
rathar  than  uhathar  It  al^t  ba  dlvartad  to  uar  production  at  aoow  futura  data* 
Potadan  ihould  ba  eonstruad  so  aa  to  offar  Garoany  an  Inoantlra  to  oooparata 
with  har  naiihbam  In  ralaln«  tha  standard  of  living  In  Suropa  as  a  idiola* 

Bayood  tha  nandatory  pronalona  spaolflod  la  tha  Pctadam  OaolaratloD,  only 
aognaaiuB  produotion  should  ba  probibltad  and  lialtationa  should  ba  oonflnad 
to  ingot  ataali  aaohina  tools  and  etoolqpiling  of  strataglo  ntarlala.  Aalda 
frca  thaaa  linltatlona,  ^ioh  should  ba  anforoad  by  tho  sinplast  poaslbla  oon~ 
trola,  Qannan  Industrial  produotion  and  Intamatioaal  trada  should  ba  aneour- 
agad,  so  as  to  aatabllah  a  tolarabla  standard  of  living  In  Qamany  and  tha  rant 
of  ^^opa  and  to  prooMta  polltioal  and  aocoomlo  atabdlity  and  paaoa*^ 

V  |Wf  study  on  industrial  dlaaraanant  by  Industry  Division,  OMllS,  6  Ootobar 
1945  WDSOA  OaelBua  FUa  OU  Ganany,  ERB.  C0MFlDi!»T2Al. 
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In  the  Deantlme,  the  Geraan  Standard  of  Living  Board  created  within 
Qf-CUS  1)7  General  Claj  and  headed  by  Calvin  Hoover  had  drafted  a  preliminary 
report  entitled  "German  Standard  of  Living  in  Relation  to  Industrial  Disarm¬ 
ament  euid  RaijaMtiona".  Ihla  report  proceeded  from  the  Potsdam  formula tlon 
providing  for  Allied  controls  to  assure  a  German  standard  of  living  . .  not 
exceeding  the  average  of  standards  of  living  in  European  eountriee  (excluding 

X  1/ 

the  UK  and  USSR}.”  Using  this  oriterlon  and  certain  working  assumptions, 
tha  report  recosmended  a  standard  of  living  equivalent  to  that  wblob  bad 
existed  ic  Germany  in  1932*  Ihls  level  approadmated  7A%  of  the  European  aver¬ 
age  for  tha  period  1930-1938,  Including  deparesslon  as  wall  aa  recovery  years. 
Germany  would  produoa  quantitatively  aa  much  goods  aa  were  produced  In  1938, 
bun  there  would  be  a  shift  away  from  heavy  and  toward  oonsumer  induatriea. 

The  report  conoluded  that  it  would  be  difficult,  if  not  impossible,  to  carry 
out  a  "severe  program  of  Industrial  disarmament"  vdiile  providing  a  minimum 
German  standard  of  living  and  the  costs  of  the  occupation*  How  far  the 
standard  of  living  was  to  be  sacrificed  to  allow  for  necessary  industrial 

dlsamanent  was  a  high  policy  decision  that  the  report  did  lot  undertake 

7j 

to  make. 


"y  These  assumptions  were  that  it  would  take  two  or  three  years  to  reach  the 
standard  of  living  cited  in  the  Potsdam  Protocol,  that  the  ocoiqpying  powers 
would  agree  to  leave  sufficient  industrial  capital  for  each  sons  to  contribute 
proportionately  to  a  minimum  German  standard  of  living,  that  there  would  be  no 
losees  of  territory  other  than  tha  areas  osded  to  Poland  and  that  the  remainder 
of  Germany  would  have  a  population  of  70,000,000,  that  no  reparations  would  be 
paid  out  of  current  production,  and  that  no  allowance  wae  made  for  lowered 
efficiency  of  the  German  economy  due  to  division  into  zones,  restrictions  im¬ 
posed  by  the  Allies,  inflationary  dangers,  or  other  financial  difficulties. 
y  brlaf  of  draft  preliminary  report  by  the  working  staff  of  the  German  Stand¬ 
ard  of  Idvlng  Board  -  subjeots  German  Standard  of  Idving  in  Relation  to  Indus- 
trail  Disarmament  and  ReparatlonB,  Tab  "B"  of  staff  study  from  CAD  (signed  by 
General  HlUdring)  to  Secretary  of  VJar  through  Deputy  Chief  of  Staff,  9  Oct, 
1943,  WDSCA  Decimal  File  014  Germany,  DR£. 
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Whilt  th«  vei^t  of  opinion  In  the  oeonaoile  branohea  of  Military  Gcvers- 
aent  had  already  avung  daflnltaly  In  favor  of  rahabilitation  Icy  the  fall  of 
194?,  Genezal  Clay  approached  the  quaetlon  with  moro  caution.  On  26  Soptenber 
he  cabled  to  General  Hllldring  aa  foUovai 

"llraper  haa  received  letter  fron  Hoover  that  he  hae  been  dla- 
euaaing  reparatlona  with  varloua  goverimsnt  offioiala  In  Waahlng- 
ton*  While  I  have  no  objection  to  theae  dlaouaalona  1  would  like 
to  point  out  the  following* 

"I  reapeet  Hoover  vecry  much  and  he  haa  nade  a  valuable  oon- 
trlbutlon  to  our  work.  However,  hla  atandard  of  living  atudy  haa 
not  yet  bean  ooordlnated  with  etudy  of  induatzy  now  tmder  way.  It 
la  being  uaed  by  oa  only  ae  a  baaia  of  dlsouaaion  both  internally 
and  in  quadripartite  dlaousalona. 

Hoover  athora  daatructlon  and  hia  peraonal  viawa  are  towards 
lanianoy.  I  want  you  to  understand  so  that  you  nay  advise  others, 
if  it  beoottaa  naoesaary,  that  his  views  reflect  hia  personal  etud^ 
lea  but  not  neoesaarlly  represent  our  official  views  over  here.W 


In  a  staff  atudy  on  the  Hoover  Report,  tha  Civil  Affairs  CiTision  stated 


that! 


"It  is  not  the  view  of  this  Division  that  the  Berlin  Protocol 
was  intended  to  assure  any  glvon  standard  of  living  in  Germany. " 


'(Vhlle  the  Protooaol  contemplated  leaving  facilities  to  support  a  minimum 
atandard,  the  study  continued,  actual  econonlc  revival  depended  mainly  on  aval' 
ability  of  fuel,  raw  materials  and  tranaportation.  Admittedly,  removal  of 
reparations  and  industrial  disarmament  would  result  In  a  Geman  deficit  that 
must  be  net  by  relief  Imports.  Payment  of  euoh  essential  iJiqporta  would  have 
to  be  made  through .increased  "peaceful"  production  or  by  Congressional 

y  Cable  cl!!.1674I,  USGCC  to  WARCAD  personal  for  Hilldrlng  signed  Clay,  26 
^ptenber,  1945,  CAD  numerical  file,  DRB. 
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appropriations,  or  both.  Tt  \ias  not  DS  policy  to  hold  vcp  reparations  rsnoval 
pending  final  agreesoent  on  the  future  eopnoaiio  struoture  of  Gemany.^ 

Homver  tentative ,  the  Hoover  report  nevertheless  aroused  the  oritlolsa 
of  those  uho  insisted  on  the  prlnaoy  of  industrial  dlsaroaaent.  la  a  Mew  York 
Tines  stoxy  on  8  Ootober,  194$f  Baymond  Daniell  eoamented  that  the  Haport's 
view  of  "the  \siuorkablllty  of  the  Potsdam  Agreement  on  Industrial  ^Isaroaasnt 
and  Reparations"  had  aroused  Soviet  suspiolone.  Shortly  thereafter,  the 
Cssohoslovak  Rational.  CounoU  of  Anerioa  sent  a  telegram  denouncing  the  Hoover 
Report  as  a  "trial  ballon”  toward  re>«stabliBhiQsnt  of  a  strong  Germany  and  urg¬ 
ing  speedy  Indviatrial  diaarmainent.  The  reaction  of  the  Clvl/d  Affairs  Division 
was  an  appeal  to  orthodoxy.  Incident  to  the  Daniell  dispatch,  CAD  oaanmnted 
that  the  Hoover  Report  night  well  have  given  rise  to  Russian  suspiolons  of  a 
change  in  DS  Policy  but  that  "there  is  no  known  desire  on  the  part  of  any 
responsible  government  agency  in  Washington  to  depart  either  from  the  spirit 
or  the  letter  of  the  Berlin  Protocol."^ 


Whether  or  not  basic  policy  changes  were  actually  impending,  it  was  clear 
that  existing  directives  were  highly  ambiguous.  The  War  Department  therefore  pre¬ 
pared  a  staff  etudy  outlining  the  points  at  issue.  %l8  paper,  entitled  "Analys-fn 
of  Certain  Eoonomio  i^oblems  Confronting  Military  Occupation  Authorities  in 


preliminary  report  by  the  working  staff  of  the  Gor- 
(Calvin  Hoover  Hoport),  from  CAD  (signed  by  Gsn 
HiUdring)  to  Seorstsry  of  War  through  Deputy  Chief  of  Staff,  9  Oct  1945,  WDSCA 
014.  Germany,  CRB.  It  will  be  noted  that  CAD's  view  was  In  apparent  eo^llct 
with  the  State  Departoontds  instructions  to  the  DS  representative  on  the  Repara¬ 
tions  Commission,  dasi^ed  to  avoid  DS  financial  contributions  to  tbs  Germsn 
econosy;  see 

2/  staff  stu^  of  9  Oct  1945  as  cited  in  note  1  above. 


Staff  study  oommentlng  on 
nsn  Standard  of  Living  Board 


''iiotlT 
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Gcrmnjr,  ”  mb  introduscd  In  th*  Stata-V«r>^'?7  Coordinating  Coauittaa  19 
Ootober  1945  ««  SWNCG  ao. 

SUHDC  ao  bogan  b7  nvlatdng  tho  soonooio  provlaiona  of  the  Potsdam  Pro- 

toeol,  espeoially  those  eonoemed  with  disamaaent  and  dsiidlltarlu.tion,  reparao 

tlonSf  the  German  standard  of  living  and  the  aataaorphoeis  to  peaceful  Industries. 

It  then  indicated  that  oertain  aeotioms  JCS  1067/6  not  olaarly  superseded  by  the 

Potsdam  footoool  were  still  in  effeet^  partioularly  the  following i 

"Bxoept  as  nay  be  necessary  to  carry  out  these  objectives, 
you  will  take  no  steps  (a)  looking  toward  the  sooncode 
rehabilitation  of  Germany,  or  (b)  designed  to  nalntain  or 
strengthen  the  German  eoonaqr. "  (Part  ibragraph  16) 

", . .  Controls  upon  the  German  eooooav  may  be  imposed  to  the 
extent  ...  neoessary  to  aohievs  (your  objectives)  and  ...to 
protect  the  safety  and  meet  the  needs  of  the  occupying  forces 
and  assure  the  production  and  naintenanoe  of  goods  and  serv- 
ioes  required  to  prevent  starvation  or  such  disease  and 
unrest  as  woidd  endanger  these  forces."  (Part  I,  Paragraph 
1) 

"Pending  final  Allied  agreements  on  reparations  and  on  con¬ 
trol  or  elimination  of  German  industries  that  can  be  uti¬ 
lised  for  war  prodtustion,  the  Control  Council  should  ... 
prohibit  and  prevent  produotlon  of  iron  and  steel,  ohemioals, 
nonferrous  metals  (excluding  aluminum  and  magnesium),  maohlne 
tools,  radio  and  eleotrlool  equipment,  automotive  vehicles, 
heavy  machinery,  and  in^ortant  parts  thereof,  except  ..." 

(for  objectives  now  replaced  by  those  agreed  in  the  Berlin 
Protocol).  (Part  V,  Paragraph  32)1/ 


The  "Dlsouscion"  section  of  SUNCC  210  began  by  stating  the  three  objec- 
tlvea  of  Allied  policy  under  the  Potsdam  Protocol: 

"(a)  to  disarm  Germany  economically  and  demilitarise  her; 

(b)  to  exaot  from  Germany  a  proper  amount  and  character  of  repara- 
tlona  within  a  fixed  period  of  time; 

^  Condensation  of  citation  in  SWNCC  210,  pages  8-9. 
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(o)  to  aoooiq^lgh  and  O'  ^7  ^ioh  will  psrolt  Gornangr 
ultlnataly  to  auataia  a  peaoa  aoonoogr  without  oxtarnal 
aaalatanoa. ■ 

Tha  prlncli^l  problema  to  ba  aolvad  varat 

"(a)  in  iBq^nentlng  prograaa  for  reparationa  and  Induatrlal 
dlaaraaaant,  what  oritarion  Is  to  maasura  tha  Induatrlal 
plant  oapaelty  to  ba  laft  to  Gemanyi  and 
(b)  to  ^t  axtant  is  it  tha  poliej  of  this  govamnant  that 
tha  Military  Govarnment  author itlss  taka  afflngatlTa 
action  with  raapsot  to  the  operation  of  tha  Garoan 

jy 

soonoiiv** 

To  aaaouta  tha  reparations  program  within  tha  time  limit  sat  by  Potsdam, 
a  prompt  deoislon  was  necessary  on  the  future  German  level  of  Industry.  Cois- 
pleta  elimination  of  German  heavy  industry  and  apeolalized  produotlon  having 
a  war-making  potential  would  make  it  impossible  for  Germany  to  farm  effectively 
or  meat  the  raw  material  needs  of  her  nai^bors  without  extensive  Imports  for 
which  Germany  could  not  jay.  Both  JCS  1067  and  the  Potsdam  Protocol  left  room 
for  disagreement  in  dealing  with  tha  problem.  Although  SWNCC  210  interpreted 
the  standard  of  living  stated  in  the  Protocol  as  a  permissible  maximum  rather 
than  a  q\)aranteed  minimum,  it  was  still  necessary  to  define  it. 

Taken  together,  SWl'ICC  210  concluded,  JCS  1067/6  and  the  Potsdam  Protocol 
failed  to  indicate  how  much  Military  Govemnant  should  do  to  promote  positively 
German  economio  recovery.  While,  strictly  speaking,  positive  steps  were  limited 
to  maximizing  the  production  of  food  and  coal  and  meeting  certain  other  basic 
reqidrementsi  the  directives  Ignored  the  fact  that  food  and  oosl  ware  dependant 

i/  Ibid,  page  10 
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OQ  eooDoalo  aotlTity  In  gatwral*  Ths  dilemniB  uaa  aharpaned  by  tba  ourrent 
coal  dlraotlTS,  which  ordered  exports  of  more  ooel  than  Gezmeagr  could  pi'o- 
duoa*  %e  paper  than  raised  the  question  "idisthar  tha  aconomio  recovery  of 
Exirope  as  a  whole  would  be  aooalaratad  by  use  of  a  larger  proportion  of  Ger¬ 
man  coal  output  in  Garaany*” 

SWNCC  210  contained  only  questions  with  no  suggestions  or  answers.  Its 
reocnmendatlon  was  that  the  Dspartosnt  of  State  should  be  requastad  to  pro¬ 
vide  "clarification  of  tiie  US  position”  for  the  guidance  of  MUitaxy  Govem- 
vrant  on  the  following  questions! 

%.  level  of  balanced  Gerxtan  pesos  eoonony  to  be  taken 
as  measure  of  industrial  plant  to  be  left  to  Germany 
after  implementation  reparations  and  industrial  dis¬ 
armament  programs; 

b.  Criteria  by  idiioh  level  sueh  peace  soonooy  is  to  ba 
determined; 

0.  VIhether  desired  level  peace  economy  is  to  be  measured 
by  average  living  standards  of  iiiuropean  Countries  and 
If  so  criteria  for  determining  suob  standards  of 
living; 

d.  VIhether  Itaited  States  policy  continues  to  be  that 
affirmative  action  mil  gov  authorities  in  operatioa 
of  German  economy  be  limited  to  repair  of  transport, 
emergenoy  repair  housing  and  essential  utilities, 
maxlMsing  coal  and  agrloxiltural  production  and 
inqposltion  of  oertain  soonomlo  controls; 

6.  Extsnt  to  which  mil  govt  should  taks  afflnaatlve 
stsjNi  to  rehabilitate  German  economy  with  particular 
ref  to  relation  of  German  economy  to  that  of  Europe 
ae  a  whole,  celling  above  which  mil  govt  authorities 
should  not  assist  German  economy,  particular  typas 
of  assistance  mil  govt  should  render  German  eooncoy, 
and  extent  to  vdilob  United  States  will  assume  responsi¬ 
bility  for  provislm  of  imports  to  support  German 
eoonoiqr) 


sicfiif' 
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f.  Uhe'ttiar  In  dataminlng  deBirad  lavel  of  GemLn  peaoa 
aoonoo^,  provlalon  anut  ba  nada  for  raBoureas  to 
anabla  Gamnjr  to  crorlda  foiralgn  axohanga  to  pa7  for 
ooeiqpatloe  ooata.  *4/ 

An  autborltatlTa  policy  atatisaant  on  thaaa  queatlona  wia  daslrad  ffcm 
tha  Frasidaut  or  tha  Saorstary  of  Stata.  If  dafinltlva  guidance  oould  not 
ba  provldad  Immadiataly^  either  the  Fraaldant  or  the  Saeratary  of  Stata 
should  adviaa  Coograaa  end  tha  public  of  "tha  axlstanoa  of  tha  problams  hara- 

Jj 

in  dlaouasad  and  of  the  faotcra  bearing  upon  their  aolution. ^ 

Sarly  in  November  1945  General  Clay  came  to  Vlashlngton.  His  main  pur¬ 
pose  uaa  to  explain  tha  oritioal  German  food  situation  and  to  urge  maximum 
allocatlona  for  the  starving  German  population.  Thera  were,  however,  con- 
farenoas  on  othar  policy  queatlona  including,  in  particular,  a  meeting  at  the 
Department  of  Stata  on  3  Moveinber  vdiloh  dealt  with  the  possible  international¬ 
ization  of  the  Ruhr  and  Rhineland,  oantral  German  aganolas,  reparations  and 
other  subjects.  On  5  November  State  Department  offloiala  discussed  with  Gen 
Clay  their  draft  of  an  answer  to  SWNCG  210.  Iheso  meetings  did  not,  however, 
result  in  any  major  policy  eomltments  or  statements. 

The  Byron  Price  Report 

On  9  November  1945  Byron  Price  submitted  his  report  to  the  President. 
Following  a  desoriptlve  section  dealing  mainly  with  eoonomio  troubles  and 
the  dlffloultles  of  indootrlnating  the  Gjrmans  with  desired  attitudes,  the 

y  As  Bunmarizad  frotTsWNCC  210  in  Cable  War  87680  from  WABCAD  to  OMiUS, 

7  Deo.  1945|  CAD  NumerlosJ.  File,  ERB.  RESTRICTED  (downgraded  from  C) 
y  SUNCC  210,  "Analysis  of  Certain  ^ononlc  problems  Confronting  Military 
Oooxqpatlon  Authoritlss  in  Germany,”  19  October  1945,  CAD  files,  RG-122, 

DRB. 
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papar  eoQtalxMd  alz  reoonBMndations.  tfcxiirani  afforta,  ?rioa  vrota,  should 
ha  bent  to  boraak  the  daadloek  in  tha  Control  Council  oauaad  by  Tranoh  raaist- 
anoa  to  Gamaa  oaatral  aganelas*  !Qia  ohangaonr  of  Military  GovamMnt  fron 
Amy  to  oiTlllan  control  ahould  taka  plactf  on  1  Juna  194i6  at  tha  aarliaat, 
the  intarvaning  tlna  being  uaad  for  raorultnsnt  of  tha  highest  quality  parson- 
aal.  Major  attention  was  required  by  tha  food  aitmtltni  Mr  Prloa  urged  an 
incraasa  froK  I55O  to  2000  oalorioB  par  day.  "A  ration  adequate  to  prevent 
starvation  would  not  naan  being  soft  with  the  German  people,  *  he  stated.  Mili¬ 
tary  Govemnant  should  be  given  greater  leeway  in  daoiding  lAan  and  how  to 
danaaify  easantlal  aarvieas  and  the  eonirol  of  Carman  Information  madia  should 
be  loosenad  to  provide  fraadon  of  opinion.  Amarloan  propaganda  ahould  atop 
samonlaing  on  Gaman  guilt  and  asqpbaslaa  raconatruction. 

Mr*  Il>ioa  urged  in  hla  report  the  general  revision  of  JCS  1067/6  which,  he 
said,  had  bean  drafted  without  any  knowladga  of  actual  ocot^ation  oonditlona. 

Its  long  and  detailed  provlalons  ware  difficult  to  apply  in  the  field*  The 
directive  and  its  various  appendices,  which  hrioe  totaled  at  72  pagoe,  "could 
profitably  be  rawlttan  into  a  few  hundred  words  of  general  principles. 

The  Oiv^  Affairs  Division  prepared  a  sat  of  racoBDendations  on  the  Frloo 
proposals,  \diloh  were  discussed  by  tha  Secretary  cf  War  with  the  Ssoretarler  -tf 
State  and  Maty  on  4  December  1945*  The  Ospartaent  of  State  was  urged  to  prose 
for  French  agreensnt  to  central  German  agencies  without  prejudiolxig  the  event, 
isd  German  western  boundary*  The  War  Department  agreed  to  olviillanlsatlon  of 
military  government  and  suggested  that  the  State  Dipartwnt  negotiate  the  neces¬ 
sary  revision  of  the  Agreensnt  on  Control  Miohlnary  for  Germany.  Noting  that 


X/  Msnarandian  frea  Syron  ft'loe  to  the  Rpasident,  9  November  1945,  released  by 
White  House  26  November  1945,  Bureau  of  Budget  Idtarary* 
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GaxMral  Cltj  agr««d  with  AriM  cm  th*  liiadaqtme/  of  tho  l550-«&larl«  food 
ration  and  that  tho  Quortonsaotor  Gooorol  was  alroa^jr  planning  for  inoreasod 
food  shipnonta,  tho  papor  otatad  that  dooialon  of  tho  standard  of  llTiug,  Inelxtd- 
ing  food  IntakOy  was  "ona  of  policy  and  ...  not  for  tho  War  Oopartnont  to  aalca. " 
^t  was  roocBBoondod  that  tho  Sooretary  of  State  deoldo  vbathor  tho  Goman  food 
loyal  should  bo  Inoraased*  Iho  Clyil  if  fairs  Division  also  agreed  with  Frloa's 
rseomnandatlon  on  control  of  Infonoation  laodla  but  considorod  that  rocoononda- 
tions  from  tho  theater  on  denasifioatlon  should  ba  awaited.^ 


QMGUS  Ylawa  on  the  Ravlalon  of  JOS  1067/6 


Roforrlng  to  Rrlca's  roeoDnandatlon  for  rovlsing  basic  policy  dlraotlvss, 
Gon  HiUdrlng  cabled  on  1  Doooabor  1945|  roquastlng  "inparatiyoly"  theater  views 
cm  tho  need  for  changes  in  JCS  1067/6.  Boeoonondatioos  for  changes  or  rescis¬ 
sion  of  doouDonta  on  stibjoots  covered  olsawhoro  wore  invited.  To  this.  Gen 
Clay  answered  in  fuUt 

^foronoo  your  VS6385  do  not  understand  what  Byron  Price  has  in 
Bind.  On  the  lAole  JCS  1067  as  modified  by  Potsdam  has  proved  workable. 
Much  of  JCS  1067  has  been  enacted  into  Control  Council  laws  and  direc¬ 
tives.  Here  any  changes  would  be  oonf\ising  except  as  we  nooesearlly 
deviated  from  JCS  1067  to  obtain  quadripartite  agreement.  It  would  be 
helpful  probably  to  delete  fTom  JCS  1067  those  matters  ooversd  by  Fots- 
de:7i  and  by  Control  Council  actions  substituting  or  refarrlng  to  these 
soticr.s.  Some  details  require  olariflcation  or  empllfioatlon  and  a 
report  covering  these  details  will  be  furnished  in  about  1  week.  I  don't 
know  how  ws  o^d  have  effectively  set  up  oxnr  mil  gov  without  JCS  1067.  ”  ^ 


W  Memorandum  from'General  HlUdring  to  the  Secretary  of  War,  3  December  1945, 
Subject}  Kecommendatlons  of  Syroa  ^ioe  Bepert  on  Germany,  WDCSl  Dec.  File 
091  Germany,  DRB. 

2/  Cable,  WIR  86385,  WD  to  0Mi03  perswjal  for  Clay  from  HlUdring,  CCMFIDlfiNTIALj 
CC  19760,  from  OMGUS  to  War  Dspartment,  RiilSTRICTSD  GAD  Numerioal  Fils,  DRB. 
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Vlthln  OHSUS,  Mioh  diTiilon  ws  rttqvi«.8t«d  to  roooitauad  etaangoB  in  th* 
paragraphs  of  JCS  1067  for  vhioh  thsj  vbtb  rasponBlUla.  Suoh  proposals  wsrs 
to  bs  bassd  on  ozpsrlaaos  in  Qsnoaajr»  the  Potsdsm  igrssasnt  and  aetion  talcsn 
bj  tha  Alllad  Control  iuthorl'^.  Iftar  ths  Tiavs  of  OMSOS  dlTislons  had  boon 
ooB^ilady  Gsn  Clsy  oablsd  on  10  Ososaibsr  his  prafsrsnos  for  aasndaant  rathsr 
than  oonqilata  rawrlting  of  JCS  1067/6.  It  vas  not  dssirad,  howarar,  that  tha 
diraotlva  ba  aspandad  to  ineluda  intarpratations,  sinea  this  vould  dastroy  its 
flsxlbility.  B«thar  than  drastic  ohangas  in  tha  diraotiTt,  what  was  tkaadad  was 
svfiport  for  tbs  intarpratation  of  tha  Potsdam  Frotoool  davalopad  in  tha  thaatar. 
Qia  moat  rasent  int  arpratation  of  Potsdam  Issuad  by  -tha  Stats  Dspartosnt,  Clay 
addad|  foIflUad  this  prt^sa* 

Can  Clay's  oabla  of  10  Daoambar  raoaosaandad  twan^  spaeiflo  aaasdnants  in 
JCS  1067/6.  It  ^a  raoomnandad  that  paragraph  3o  of  JCS  1067/6  authorising  cen¬ 
tral  Qaroan  aganolas  ba  ravlsad  to  anoouraga  establiShaant  of  a  central  German 
gonramasnt  vlth  limited  authority  at  an  early  date.  In  the  meantime  free  aikd 
unrastrictad  intarsonal  trarel  should  be  idlowed  except  for  saeurity  suspects. 
The  provlsioo  of  paragraph  4b  disoouraging  fraternization  vith  the  Geriflans  would 
be  dropp:.d.  Paragraph  6c  on  danazif ioatioh  vould  have  ths  definition  of  'hiore 
than  nominal  participants*  in  tha  NSDiP  deleted  so  that  indlyidual  tests  could 
ba  applied  rariev  tribunals.  Mandatory  arrests  (8b)  vould  be  limited  to  per¬ 
sons  active  in  organizatlone  being  tried  by  the  Zntamatlonal  Military  Tribunal 
and  to  others  against  whom  there  night  be  definite  eeldance.  Paragraph  16  on 
control  of  the  German  economy  should  prafarably  ba  replaced  by  section  II,  para¬ 
graphs  11  and  15  of  tha  Potsdam  Protocol  authorising  oontrols  for  both  negative 
and  positira  purposes.  Tha  santenoa  pi'ohlblting  atapa  toward  tha  eoononio 
rehabilitation  of  Germany  or  dsaignsd  to  maintain  or  strangthan  tha  Gansan 
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eoonony  shouj.d.  General  Cluy  indicated,  be  deleted  la  any  case..  Other  sec¬ 
tions,  he  indicated,  should  be  amended  to  conform  with  the  Potsdam  ftrotocol 
or  deleted  altogether.^ 

Sje,-Depa£ja8ent  of  State  Reinterprets  Econoanio  PoIIct 

la  the  meantime  the  Departnent  of  State  had  transmitted  to  the  War 
Department  a  paper  entitled  “Reparations  Settlement  and  the  Peace  Time  Eco¬ 
nomy  of  Germany."  This  paper  vas  in  answer  to  SWNCG  210,  which  vas  there¬ 
upon  withdrawn  from  the  SV/NCC  agenda.  It  was  cabled  to  the  theater  on  7 
2/ 

Dooombar  1945. 

ihe  Department  of  State’s  reparations  paper  pointed  out  that  while  the 
Potsdam  Protocol  charged  the  Allied  Control  Council  with  eliminating  German 
military  production  and  reducing  drastically  the  capacitiaa  of  the  metal¬ 
lurgical,  machinery  and  chemical  indistries  it  did  not  impose  permanent  limita¬ 
tions  on  the  German  economy.  After  the  Initial  level  of  industiy  had  bean 
determined  there  would  be  constant  review.  Final  Allied  decisions  on  restric¬ 
tion  of  German  Industa'lal  capacity  would  not  be  made  until  the  peace  settlomnl. 
while  reparation  removals  woiJ.d  undoubtedly  retard  Germany's  economic  recovery, 
the  United  States  Intended  to  permit  the  German  people  under  democratic  govu'u- 
mont  to  develop  their  own  resources  and  work  toward  a  higher  standard  of  liv.uv, 
subject  only  to  restrictions  designed  to  prevent  armaments  production. 

It  was,  nevertheless,  in  the  interest  of  the  United  States,  the  paper  con-- 
tinmd,  to  enforce  the  reparation  terms  of  the  Berlin  Protocol.  This  would 

17  Cable,  Od  20130,'  from  OWUS  signed  Clay  to  WARCAD  personal  for  Hilldring, 

10  December  1945,  CAD  Ifumerical  File,  RG-122,  ERB.  CONFIDEMTIAL  (downgraded  from 
Cable,  WAR  87680,  WD  signed  ^^IA^lCAD  to  OMGOS,  7  December  1945,  CAD  Numerical 
File,  RQ-122,  I»B,  RSSTRIGTfiD  (downgraded  fromC) 


TII  >  14 

SECRET 


SECRET 

veakBn  the  Genoan  eccmomlo  heaa  for  ver  pending  aehieTament  of  paaoeful  demo¬ 
cratic  government  and  would  aaaiat  the  raeover7  of  Allied  ooirntriaa.  Deatruc- 
tion  %fould  be  limited  to  equipasat  that  could  be  neither  mowed  nor  used  for 
permitted  production.  Non-epeoialiaed  inatallationa  would  be  deatroyed  only 
vb.%s  parts  of  integrated  oonplexea  were  easily  convertible  to  war  purposes, 
flqulpnent  ea:i:‘ffisrked  for  reparationa  should  not  be  withheld  to  permit  more 
effective  peacetime  use  of  remaining  installations^  Within  these  limits, 
ho’rfever,  US  reparation  and  security  polioies  were  not  ainec'  at  punitive  destruc¬ 
tion  of  capital  needed  for  the  German  peacetime  eoonoay. 

Calculations  of  Osman  iadus'toial  capacity,  ths  State  Ospartmsnt  indicated, 
vrers  to  be  based  on  the  Seioh  as  it  existed  in  1937  less  territory  est  of  the 
•Mer-Ueisse  line. 

The  Department  of  ^te  did  not  intei'pret  the  Potsdam  Protocol  as  forc¬ 
ing  a  reduction  in  German  living  standards  except  as  needed  to  enable  Germany 
to  meet  her  reparation  payments*  The  I^otoool  merely  provided  that  Germany's 
reparation  obligations  should  not  be  reduced  for  the  purpose  of  maintaining  a 
standard  of  living  above  the  Suropean  average.  The  Department  further  inter¬ 
preted  the  standard-of-llving  oriterion  to  refer  to  the  years  Iraoediately  fo].- 
lovlng  the  two«iyear  period  of  reparation  removals.  Gemany  should  be  left 
enovig^  equipment  to  produce  an  average  Suropean  standaru  of  living  in  194S, 
even  thou^  administrative  and  eoonomlo  difficulties  probably  would  prevent 
its  full  utilization.  The  paper  gave  suggestions  for  computing  German  r^q^d.rQ- 
mants  based  on  the  1930-38  average  standard  of  living  in  Surope,  adding  that 
the  eonqAitatlon  should  be  adjusted  to  permit  repair  of  war  damages  and  to 
assure  that  Germany  might  exist  without  external  assistance. 
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!lw  rapamtions  papar  want  on  to  atata  that  tha  Unltad  Stataa  had  no 
intantion  to  ajqplolt  Indnatrial  dlaamaaant  for  oonnaroial  anda  bj  crippling 
ooapatltl'va  Garaan  induatriaa  of  a  paaoaful  abaraotar.  Furthannora,  tha 
Qhltad  Stataa  ahould  not  approra  raaofrala  tiiat  would  lut^r  Oaraan  experta  in 
fiuffioiant  quantltiaa  to  pb7  fcr  sssastial  is^pcrts.  witad  State*  and  its 
AUiaa  could  not,  of  oouraa,  goarantaa  an  oxport»tB^>ort  balanoaj  thair  raapon- 
albllity  was  only  to  prorlda  raaaonabla  opportunity  for  a  balanoa  at  tha  agreed 
standard  of  living.  Tha  currant  aaad  for  iiqports  financed  by  tha 
occupying  powara,  tha  papar  ai'guad,  was  dua  not  primarily  to  raparatlons 
ranovals  but  rather  to  tha  oooqplata  dislocation  of  tha  German  aeonoogr  incident 
to  Garaany's  defeat  and  oollapaa.  Sbortagea  of  fuel,  food,  raw  materials  and 
other  factors  would  indeed  for  sona  time  prevent  full  use  of  even  the  ranalning 
industrial  eapaoity.  It  was  possible,  tha  State  Departiaant  adnittad,  that 
raparatlon  ramovala  would  divert  transport  oapaelty  from  oonstruotlva  purposes, 
and  to  that  lioltad  extant  the  Ifaltad  Kations  slight  have  to  finance  mora  Gar* 
man  imports  than  if  no  roparations  had  bean  taken. 

For  the  next  two  years,  tha  paper  oontlnued,  the  United  States  and  other 
occupying  powers  would  have  to  finance  mlnlmun  eBBential  German  Inqports  not 
doverad  by  exporta.  Tha  Fotadaa  Protocol  liqposed  no  obligation  on  tha  occupy¬ 
ing  powoTB  raapeotlng  the  Gorman  standard  of  living.  So  far  as  tha  United  States 
was  ooooamad,  the  "disease  and  unraat*  formula  still  applied.  Zt  was,  nevar- 
thalass,  desirable  to  extend  tha  type  and  volume  of  iiqicrts  into  Germany,  not 
only  to  avoid  disease  and  unrest  but  also  to  reactivate  German  esqport  induatries 
and  thus  listen  the  burden  on  the  oooiqylng  powerS|. 

For  the  loaedlata  future.  Military  Government  ahould  concentrate  on  tha 
repair  of  transport,  housing  and  essential  utilities  and  on  maximising  coal  and 
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farm  praduotioB.  Sxeapt  as  aaadad  fcr  th«ft«  purposaa,  ooal  should  b7  prior- 
1^  ba  aaportad  to  llberatad  oountrias  evan  though  thia  would  llniit  Ganaut 
luduatarlal  produetlou*  If  tha  ooal  oriais  ia  £uropa  should  ba  aurmountad  b7 
tha  aprizig  of  1946)  tha  altuation  oould  than  ba  raviawad  to  aaa  vdtathar  aora 
ooal  oould  ba  allooatad  to  Ganan  Induatriaa)  partloularly  for  export.  %1b 
poaalblllty  would  dapadid  ia  part  on  tha  auooaaa  of  MUitaxy  Govemnant  in 
restoring  Garmn  ooal  output  and  transport.  Meanwhile  Military  Govemmant 
should  plan  for  tha  aalaetiwa  raaotlvation  of  Gantan  industry)  beginning  with 
plants  yielding  msTiwaii  ‘values  for  tha  least  ooal. 

Concerning  the  role  of  the  oooupying  authorities  in  general)  the  State 
Departaent  paper  had  thia  to  sayt 


"Ihe  role  of  tha  ooo\;q;^lng  authorities  in  tha  prooass  of  Gar- 
nan  revival  should  in  general  ba  that  of  providing  and  setting  tha 
oohditions  within  idiieh  the  Garaans  thensidvas  asavna  responsibility 
for  tha  parfomanoe  of  tha  Gaman  aoonony.  To  this  and  tha  oceii^y- 
ing  authorities  ahoulddevota  primary  attention  in  plenw<«>g  revival 
to  tha  davelopnant  of  German  adniniatrativa  nachlnary  . . .  and  in  the 
application  of  oobbqo  polioiaa  in  transport)  agrioulturS)  banking) 
ourranoy)  taxation)  ato.  As  one  aspect  of  this  prooass  dsnasifioa- 
tion  sho^  ba  satisfaotorily  oonplatad  duz'ing  the  present  period. 
For  tha  reat)  great  Importahoe  attaches  to  tho  eonolusion  within 
the  Allied  Control  Coimoil  of  agreements  governing  polloles  to  be 
followed  in  various  aspects  of  the  German  eoonoay  enumerated)  end 
devlaing  inter-somal  German  naohlnery  for  their  applioatlon.  "1/ 


The  reparations  paper  was  released  to  the  prees  on  12  Decenher  1945) 
together  with  a  statement  by  the  Ssoratary  of  State  pointing  out  that  the  Pots¬ 
dam  Daolaratiou  involved  three  stages  in  the  return  of  Germany  to  normal  eoo- 
nomio  ooQdltloos.  Owing  tbs  first  stagS)  lasting  from  tbs  surrender  in  Ihy 
1945  until  at  least  the  and  of  tha  winter  in  1946)  the  United  States  would 
pursuB  four  inssdlate  obJsotiTesi 

CablS)  WIR  87680  of  7  Dse.  1945  cited  in  Note  2  page  14  chapter  7 
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to  loorMBa  to  the  B^Mtaet  possible  extent  the  expert 
of  coel  from  G8nimn3r  to  liberated  areas.  Ibe  rate  of  eoonoaalo  re- 
oovex7  in  Europe  depends  upon  the  coal  eiqpplles  available  over  this 
ulnterj  6md  it  is  our  intention  to  nsintain  the  P0II07  of  hastenlxsg 
the  recovery  of  liberated  areas,  even  at  the  cost  of  delaying  re¬ 
covery  in  Germany* 

"Second,  to  use  tfaa  aoaths  before  spring  to  set  vp  and  to  set 
into  notion,  in  eonjunotion  with  our  Allies,  the  aaohinsry  necessary 
to  execute  the  reparations  and  dleamanent  prograas  laid  dovm  and 
agreed  at  Pctsdan  ...  Ibis  calculation,  which  requii'es  definition  of 
the  Initial  postwar  Geman  eeonoiqy,  most  be  completed  before  February 
2,  1946* 

"Iblrd.  to  set  Geman  adalnlstratlve  agencias  which  would 
operate  under  close  p^icy  control  of  the  occupying  authorities  in 
the  fields  of  finance,  tranaport,  coonualoatlons,  foreign  trade, 
and  industry*  ^»h  agencies  ...  most  operate  if  Germany  is  to  be 
treated  as  an  eoonosdo  unit  and  if  we  are  to  move  forward  to  Ger¬ 
man  recovery  and  to  the  eventual  termination  of  military  operation. 

"Fourth,  to  prevent  mass  starvation  in  Germany.  Ilbroughout 
Europe  there  are  many  areas  where  the  level  of  diet  is  at  or  close 
to  starvation.  In  terms  of  world  supply  and  of  food  shlpnsnts  from 
the  United  States,  liberated  areas  must  enjoy  a  hi^r  priority 
than  Germany  throughout  this  first  post-war  winter*  Ihe  Ihilted 
States  policy,  in  ooUaboration  with  its  Allies,  is  to  see  that 
sufficient  food  is  available  in  Germany  to  avoid  mass  starvation. 

At  the  moment  the  calory  level  for  the  normal  German  ooneumar  has 
been  established  at  1,550  per  day.  %is  reqtdres  eubstantlal  imports 
of  foodstuffs  into  Germany,  ospeoially  of  vdieat  ...  One  thousand,  five 
hundred  and  fifty  calories  is  not  sufficient  to  sustain  in  health  a 
population  over  a  long  period  of  time,  but  as  a  basic  level  for  the 
normal  consumer  it  shovd-d  prevent  mass  starvation  in  Germany  this 
winter.  If  a  higher  level  for  the  normal  consumer  is  Jiidgad  to  be 
required  and  if  it  is  justified  by  food  standards  in  liberated  areas, 
the  ration  level  in  Germany  may  be  raised  by  agreement  among  the  four 
oooupylng  powers." 


In  short,  the  Seoretary  of  State  continued,  it  would  be  an  exceedingly 
hard  winter  for  Germany,  though  only  slightly  more  dlffioult  than  for  certain 
liberated  areas.  A  softening  of  Amrlean  policy  on  food  and  ooal  for  Germany 
would,  however,  hurt  the  liberated  areas. 

In  the  second  stage  in  German  economic  policy,  for  which  preparations  wt? 
under  way  and  which  should  begin  in  the  spring,  it  was  envisaged  that  Gei-nt.  fw 
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would  gradUKlljr  reoovwr.  ■Slaoltaniouaiy  with  the  i^emovml  of  plants  under 
reparation,  plants  will  he  samarked  for  retention)  and  as  fuel  and  raw  oata- 
rlals  haoow  arailahle,  Gennan  industry  <Aiieh  ia  permitted  to  remain  will  be 
gradually  raaotiwated;  and  the  broken  tranaport  system  revived.  *  Ihou^  coal 
exports  would  oontinua,  expanded  output  would  permit  more  ooal  for  the  German 
eoonoiqr.  ^rman  indtihtrlal  produetlon  and  exports  would  then  increase. 

Qw  third  stage  .  of  eoonomio  derelopiaant  would  follow  the  period  of  repara¬ 
tion  removals,  whioh  ‘the  Potsdam  Deelaration  required  to  be  oompleted  by  2 
February  194^*  Qermmny  would  than  have  rescuroes  suffioiant  for  a  standard  of 
living  equal  to  the  t^st  of  Burope  other  than  the  Soviet  ttalon  and  the  Ihilted 
Kingdom.  Idnltatlonii  thereafter  imposed  on  the  German  eooncagy  should,  in  the 
opinion  of  the  G3  Government,  be  only  to  prevent  German  reamanent  and  not  to 

i/ 

restrlot  the  German  standard  of  living. 

It  was  apparently  the  foregoing  sta tenant  to  vhioh  General  Clay  had  refer¬ 
red  vhen  he  voiced  approval  of  the  Department  of  State's  interpretation  of 
Potsdam. 

THE  PRINCIPLE  OF  TJH,|iriN  XCTJPATICK  ADMINISTRATION 

During  the  fall  of  1945  Gen  Clay  bad  severa  1  oooasions  to  defend  the 
principle  of  unified  responsibility  for  United  States  oooupatlon  adminlstratior; 
in  Germany.  That  he  euooeeded  is  of  hlstorle«d  Importanoe.  Otherwise,  there 
mlgdrt  have  been  oompeting  and  at  tines  conflicting  US  agenoiss  operating  in 
Germany,  eaoh  with  Its  own  channel  of  ewnand  and  its  own  polloiee. 

^  Statement  on  Amerloan  Economic  Policy  Toward  Germany,  Part  A,  a  statement  of 
the  Seo  of  State,  released  to  press  12  Deo  1945»  Deut  of  State  Vol.  XIII 

(1945),  pp.  960  ff. 
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Tha  first  spisods,  msntloaad  briefly  in  Chapter  3,  involTsd  the  relations 
between  OMIUS  and  the  CS  representative  oo  the  Reparations  Commission.  Uhile 
Gen  Clay  had  enjqyed  a  satisfactory  understanding  with  Anbassador  Rauley,  a 
potential  Jwisdiotional  conflict  arose  in  connection  with  the  appointment  of 
his  successor.  In  late  October  1945  the  Seoretar/  of  State  wrote  to  the  new 
representative,  tfr.  Angelli 

"It  is  the  United  States'  view,  althou^  no  international 
agreenents  exist  on  the  point,  that  the  plan  for  removals  of 
industrial  equipment  formulated  by  the  Allied  Control  Council 
should  be  'submitted  to  the  Allied  Commission  on  Reparations  in 
order  that  it  may  judge  how  closely  the  plan  oonf  oms  to  the 
policies  established  by  the  Allied  Commission  on  Reparations. 

In  order  that  a  consistent  Thiited  States  position  may  be  main¬ 
tained  on  the  Allied  Control  Council  and  the  Allied  Commission 
on  Raparatlons,  it  will  be  your  responsibility  to  rsvlaw  from  ^ 
tbs  p^loy  standpoint  for  the  Department  of  State  arv  Amsrlean 
proposals  for  rsmovals  to  be  made  to  the  Allied  Control  Council, 
and  to  report  to  me  in  tha  event  you  are  in  disagreement  there¬ 
with.  The  United  States  Msmber  of  tha  Allied  Control  Counoil 
will  ha  requested  to  work  closely  ^th  you  so  as  to  enable  you 
to  fulfill  this  rasponslbility. w 


General  Clay  stated  that  he  would  not  oonour  with  the  division  of 
authority.  The  government  should  make  a  oleor-eut  decision  whether  CMGiUS 
or  the  US  representative  on  the  Repaurations  Commlesioii  should  determine  the 
amount  and  character  of  reparations  rsmovals.  The  result  was  that  Angall's 
letter  of  appointment  was  revised,  in  consultation  with  the  Civil  Affairs 
Division  of  the  Uar  Department,  so  as  to  leave  the  authority  of  Military 
Government  over  reparations  qvusstlons  unimpaired. 


ttinutee  of  Meeting  at  State  Department,  3  Nov.  1945i  Subject  i  Current 
Questions  in  the  Military  Government  of  Germany.  Participants t  Stats  Depart¬ 
ment  (Messrs.  Clayton,  Thorpe,  liitthews,  Rubin,  Rlddleberger,  Klndelberger  and 
deWUde),  Office  of  Military  Government  (General  Clay,  Ambassador  Murphy),  War 
Department  (General  RlUdring,  Dt.  Colonel  Gross),  CAD  Decimal  File  Germany, 
RG-122,  IBB 
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On  pages  56"58  of  Decision  In  Geriaaiiv.  Gen  ^lay  describes  the  steps 
taken  in  November  1945  to  clarify  relations  vith  the  Uar  and  State  Depart¬ 
ments.  As  he  explained  in  his  cable  of  17  November,  from  \dilob  he  quotes 
extensively,  Military  Govemasnt  vas  willing  to  receive  instructions  from 
either  War  or  State.  Such  instructions  should  preferably  be  sent  tbrou^ 
a  single  channel,  the  War  Department,  or  else  direct.  Gen  Clay  objected, 
however,  to  having  instructions  come  throu^  the  Political  Advisor,  vdio  was 
the  Department  of  State's  representative  at  theater  headquarters. 

"As  a  result, *  Gen  ^lay  writes,  "it  was  arranged  that  instructions 

should  always  be  sent  through  the  War  Department  and  that  State  Department 

Messages  to  the  Political  Advisor  were  to  be  considered  as  suggestions. 

Throu^out  the  ocotqiation  we  received  many  of  these  suggestions  which  were 

accepted  in  large  part.  VJhen  they  were  not,  Murphy  was  free  If  he  thought 

it  inqportant  enough,  to  advise  the  State  Department  so  that  those  rejected 

1/ 

could  be  repeated  as  Instruotlons. * 

The  relationship  of  USFOLAO  to  OMIUS,  thus  temporarily  settled,  did 
not  last.  It  was  difficult  for  Ambassador  Murphy's  staff  to  resist  the 
temptation  to  enter  into  operations,  particularly  since  their  British  and 
French  "opposites"  had  reoognj.ssd  operative  functions.  Poor  liaison  between 
the  Deportments  of  State  and  Var/Anny  in  W«BhiQgton  resulted  in  friction 
between  their  respective  representatives  in  the  theater.  Aa  a  result,  the 
USFO  LAD-OMGDS  relationship  degenerated  into  a  polite  feud,  to  which  we 
shall  have  occasion  to  advert  in  the  next  chapter. 


1/  Decision's? 

g/  ^ee  Chapter  4,  "Problems  of  State>Amy-01'CIlS  Liaison". 
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Gm  Clay's  third  ooo«sloo  to  dsfand  the  vsilty  of  ooovqpetloo  edninistre- 
tioQ  lanrolved  the  proposal,  late  is  194S»  to  establish  in  the  theater  an 
arganisatlan,  Indepeadent  of  Mllltery  Govemaent,  to  haadle  investigations 
of  technloal  intelligenoe*  Gen  Clay  cabled  that  if  such  an  agency  were  estab¬ 
lished,  ha  would  dlsoontinua  the  Field  Sxtelligenoe  Agenoy,  Teohnioal  (FIAT), 
the  brandb  of  ObCQS  currently  handling  such  investigations.  Furthermore,  the 
new  agenoy  would  need  its  own  independent  facilities  for  housekeeping,  trans¬ 
portation,  and  general  care,  since  logistic  support  froa  the  occupation  forces 
would  not  be  forthcoming*  Since,  under  conditioas  in  Germany  in  late  1945,  it 
was  ingiosslble  for  Amerloans  to  exist  there  without  Amy  food,  billets  and 
transportation,  the  question  was  effectively  settled.^ 

In  later  instances  in  whloh  teohnioal  missions  of  other  departments  were 
sent  to  the  theater  on  spaolalised  asslgnmanta,  it  was  agreed  that  they  should 
be  under  the  eupeirvlBioa  of  the  theater  commander,  vho  would  have  final  author- 

2J 

ity  ovar  all  their  aotlvitiea  in  Germany* 

mNSF£Sl  OF  DSNAZIFICATIOM  TO  THE  GERMANS 

of  ft  g?p«H 

The  danasif loatlon  program  operated  by  Military  Government  under  the  theater 
diraotlves  and  law  No.  8  eatiafied  nobdy*  Some  oritloa,  auoh  aa  Byron  Price, 

}J  This  eplaode  is  also  nwntlonad  briefly  in  Chapter  3,  "MUitery  Government 
Ralationahlps  with  Other  Agenolas  in  Theater”* 

y  Cable  from  0MGH8  to  War  Department,  AGVUR  to  MARCAO  peraonal  for  Hilldring, 

CC  20U3,  10  Dao  1945,  CAD  Huaarloal  File,  RG.122,  CRB.  SECRET 
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i'alt  that  it  west  too  faat  and  too  far,  vAiloh  others  such  as  RusselL  Nixon 
wrote  incensed  memoranda  complaining  that  not  enon^i  people  were  being 
arrested.^ 

Similar  eaii^)laint8  were  being  echoed  in  the  American  press  and  in  the 
mail  flowing  into  the  War  Department,  much  of  \diloh  was  forwarded  by  menibers 
of  Gongross.  The  varying  opinions  tended,  however,  to  offset  each  other,  ahd 
Washington  did  not  undertake  to  state  denazification  policies  beyond  >diat 
already  stood  in  JGS  1067/6  and  the  Potsdam  Protocol.  %e  transfer  of  denazi¬ 
fication  to  the  Germane  was  a  clear  ease  of  occupation  policy  developed  in  the 
theater.  Only  at  a  later  stage  in  the  denaalfloation  program  did  Washington 
portlolpate  more  actively  in  policy  deoislobs. 

Cn  30  Noveitibar  1945  OICGS  Issued  orders  appointing  a  Denazification  Policy 
Board  to  "formulate  e  ooo^ete  over-all  program  for  deimzifioaticKi,  providing 
for  placing  as  much  responsibility  as  possible  on  German  officials."  The  Board 
reviewed  denazlfieaticai  operations  to  date,  including  the  by  then  voluminous 
lavs  and  directives.  In  developing  a  long-term  program,  to  replace  the  interim 
operations  conducted  by  Military  Government,  it  sou^t  to  correct  deficienoles 
sui:h  as  arbitrary  treatment  of  "small  fry, "  failure  to  reach  active  Nazis  not 
falling  within  entimarated  categories  and  lack  of  German  partioipatlon  and  there¬ 
fore  of  German  support.  The  Committee  reeomnendsd  a  plan  whereby  denazification 
would  be  administered  entirely  by  German  authorities  in  each  land,  who  would 

^  Byron  Price  Report  to  the  President,  9  Nov  1945,  releaaed  by  White  House 
28  Nov  1945,  Bureau  of  Budgev  library,  Reootamsndation  No.  5* 

Memarandum  fPom  Russell  Nixon,  OMjUS  investigations  of  Cartels  and  Sxtarnal 
Asset  Division  to  Lt.  Col.  R«  R.  Bowls,  Denazification  Working  Coianlttae,  OMIUS, 
Jiv  Jan.  1946,  OICUS  AG  Decimal  File  014.3  Denazification  Policy,  KCRC.  SSCRST 
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eonfilder  the  oases  of  persons  required  to  register  under  the  program  and 


classify  them  as  (I)  major  offenders;  (11)  aotlvlats,  militarists  and  prof> 
Iteers;  (ill)  followers)  and  (IV)  non-offenders*^ 


At  the  request  of  the  Ministers-President  of  the  three  laender  in 

the  US  Zone  drafted  a  proposed  German  law  under  which  the  denazifioation  pro¬ 
gram  would  be  administered.  Ihls  draft  was  oonpleted  on  22  December,  1945  and 
was  available  to  the  Denazifioation  Foliey  Board  when  it  prepared  its  final 
report.  There  were,  however,  substantial  differences  between  the  German  and 
American  approaches.  The  basic  prinolpla  of  the  German  law  was  that  each 

individual  "shall  be  judged  exclusively  by  his  actual  conduct,  taken  as  a 

If 

thole.  Farmal  msahership  in  any  organisation  shall  not  be  decisive. 

Under  the  proposals  of  the  Denazification  Policy  Coamilttee,  however,  the 

denazifioation  categories  of  Military  Government  directives  would  be  carried 

over  into  the  German  law  and  would  create  a  preeuiqtlon  of  guilt:  It  would 

be  to  the  person  accused  to  prove  his  innocence.  Uhlle  the  German  draft 

contemplated  that  German  authorities  would  taka  entire  responsibility  for 

denazification,  the  Board  recommended  military  government  supervision  on  both 

land  and  local  levels  with  no  reduction  in  Special  Branches  and  Denazification 

3/ 

Field  Inspection  Ihlts. 


y  OI'iGUS  Special  Order  No.  228,  Section  17,  Subject:  Appointment  of  Denazifi¬ 
cation  Policy  Board,  dated  30  Nov.  1945  (mimeographed),  as  cited  in  Denazifica¬ 
tion  40. 

Preliminary  Report  by  Working  Committee  as  Denazification  Policy  Boeu'd,  OilGUS, 
20  Deo.  1945  (mimebgrapbed),  CONFIDa^ITIAL)  Report  of  the  Denazifioation  Policy 
Board  to  the  teputy  Militazy  Governor,  OMGUS  15  Jan.  1946,  (mimeographed), 
RISSTRICTKD)  OPCUS  AG  Deelsml  File  014-3  Denazifioation  Polloy  KCRC. 

^  German  draft  of  iroposad  Denazification  law  prepared  by  land  Ministers  of 
Justloe,  22  Deo.,  1945,  CE'IGUS  AG  Decimal  File  014.3  Denazification  Policy,  KCRC. 
RISSTRICTSO 

2/  Report  of  the  Denazification  Polloy  Board,  as  cited  in  Note  pp  19-20 
and  2^27. 
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anstied  a  langthy  dlaputa,  in  \diieh  OMiUS  offloialB  and  German 

officials  each  elalmed  that  the  plan  advocated  ty  the  other  aide  would  be 

ineffaotlvs.  These  differences  were  ihrartied?  out  by  a  Laendsrrat  Conmlttee 

with  repreaentatlTea  of  the  Regional  GovarnTiisnt  Coordinating  Office  and  the 

Denaaifloation  Policy  Board,  ^y  late  Febrviary  1946,  the  Germans  foimd  them- 

1/ 

salves  forced  to  accept  most  of  the  OMGUS  proposals. 

The  law  for  Liberation  from  National  Socialism  and  Militarism  was 
approved  by  Ocn  Clay  on  5  March,  1946  In  a  letter  to  the  Minlutsre-President 
of  the  laender.  In  this  letter,  Gen  Clay  told  them: 

"The  opportunity  given  to  you  iaqposes  serious  responsibill- 
t:^es  upon  you.  United  States  Military  Government  is  determined 
that  the  denaslf ication  program  must  be  carried  out  thoroughly 
and  effectively.  Xou  will  therefore  be  held  strictly  acoount> 
able  for  effactlve  and  Just  enforoemant  of  the  law.  St^rvlsing, 
investigating  and  oontrol  measures  will  be  instituted  ty  Military 
Government  so  that  it  may  tales  any  actions,  or  require  the  German 
authorities  to  tales  any  actions,  \diioh  arc  neosssary  to  attain 
the  dsnaslf ication  objective. 

Ihe  law,  which  became  effeotlvs  the  same  day,  provided  for  a  danaslficatlon 

tribunal  (Spruohkaimiier)  in  each  Krels  (Count/y)  composed  of  a  Gbalrroan  and  at 

least  two  other  members  and  staffed  with  a  public  prosecutor,  investigators  and 

other  assistants.  Appelate  tribunals  (Barufungakammer)  were  established  as  a 

channel  of  appeal  All  denaaif ication  personnel  In  each  land  ware  under  the 

2/ 

supervision  of  a  Minister  for  Folitioel  Liberation. 


Latter  from  Janas  K.  PoUoelc,  Director,  RGCO,  to 
OMjUS  AQ  Deoimal  File  014.2  Denasifioation  Policy, 

ffiRC. 

SJ  Letter  from  Gan  Lucius  D,  Quy,  Dsputy  Military  Govsrnor  to  ths 
Idnisters-Pt'esident  of  Bavaria,  Wuerttemberg-Baden  and  Greater  Hesse,  5  March, 
1946  (mimeographed). 

2/  law  for  Liberation  from  Ibtional  Socialism  and  Militarism,  5  Itooh,  1946, 
Pollock,  Germany  Thdar  Occupation,  pp.  152-169. 


1/  Denazification  49-62. 
Gen  Clay,  23  February  194o, 
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Ths  lav  raquirsd  each  adult  lo  the  US  Zone  to  fill  out  a  new  question¬ 
naire  called  a  Maldabogen,  Ihis  was  reviewed  by  the  local  prosecutor  and  a 
determination  made  whether  the  individual  should  be  tried  before  the  Spruch- 
kammer.  Ihose  tried  were  grouped  in  five  classes  rather  than  the  four  ori¬ 
ginally  proposed  as  follows t  (1)  major  offenders,  (2)  offenders  (activists, 
militarists  and  profiteers),  (3)  minor  offenders  (on  probation),  (4)  followers, 
and  (5)  persons  exonerated.  This  classification  was  entered  on  the  personal 
identity  card  of  the  Individual  concerned.  Those  against  whom  there  was  no 
evidence  justifying  a  trial  received  the  notation  "not  concerned". 

At  the  insistence  of  OMIUS,  there  was  included  as  an  appendix  to  the 
law  the  list  of  official-s  emd  organisations  attached  to  Control  Council 
Directive  No.  24  and  derived  from  the  removal  and  exclusion  categories  of  the 
USFET  directive  of  7  July  1945.  This  restricted  the  freedom  of  judgment  of 

the  tribunals,  and  many  Germans  complained  that  the  Law  for  Liberation  was 

1/ 

really  an  American  rather  ttian  a  Geriran  law. 

Release  of  Mandatory  Arrestees 

A  subject  in  which  Washington  took  some  interest  was  the  release  of 

indivldijals  interned  under  the  mandatory  arrest  provisions  of  denazification 

directives.  In  late  1945,  their  cases  were  being  processed  at  a  slow  rate 

by  German  and  Ol  iGUG  Boards  of  Review. 

On  29  November  1945  the  Secretary  of  Vlar  reqaastad  0>CUS  to  indicate  its 

plans  for  disposition  of  "approximately  80,000  ndnor  Nazis"  currently  held  in 

2/ 

camps.”'  01-CUS  replied  that  there  were  over  90,000  arrestees  in  mandatory 

i/  Carl  J.  Frledrioh,  "Denazification,  1944-1946."  Chapter  ill 

2/  Cable,  AGliAR  to  OllGUS,  WAR  85745  of  29  Mov.  1945,  Ot-iGUS  AG  Decimal  File 

c14.3  Denazification  Policy,  KCRC.  SECRET 
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oat«garie«  not  inoludlag  25*000  mutbers  of  military  and  paramilitary  orgaalui- 

tlons.  Approgcinataly  20ft  at  these  were  not  maabara  of  organisatloas  uhlob  had 

been  Indleted  before  the  Zntomatloual  Military  Tribunal*  and  authority  was 

1/ 

requested  to  release  the  SOft*  Ch  11  January  1946  the  Joint  Chlefa  of  Staff 

granted  Qea  Clay  authority  to  release  the  Indirldu^B  In  question.  later* 

authority  was  gEanted  to  release  on  parole  Internees  Sho  are  about  to  die  due 

2/ 

to  Ulnsas*  *  subject  to  nearrest  should  their  health  iBqarore.'' 

Dlffloultles  In  Operation  of  the  Danaalfleatlon  lav 

The  operation  of  the  lav  for  Idberatlon  from  Natlozud  Soolallsm  and 
MUltarisn  was  only  partially  suoeessful.  It  was  diffloult  to  obtain  quali¬ 
fied  personnel  for  the  tribunals*  and  German  support  vas  limited.  By  Its  very 
nature*  denaslfloatibn  tended  to  be  a  "politioal  football”,  'lbs  Special  Branch 
hoped  that  the  biggest  Nasis  would  be  tried  first*  but  the  German  politioal 

ministers  yielded  neoessarlly  to  pressure  to  clear  the  minor  Basis  so  they 

2/ 

could  retinm  to  employment.  This  was*  of  course*  e  natural  consequence  of 
the  broadening  of  the  lav  on  vhlob  Special  Branch  Itself  had  insisted.  Open 
oppoeitlon  to  the  lav  appeared  In  Bavaria*  and  OKCBS  took  forceful  steps  to 
suppress  this  orltiolsm  and  extract  expressione  of  siqpport  from  the  raoalol- 
trant  politlciSnar 

^  Komorondum  from  Asst.  Seo.  of  War  Petersen  to  the  A'sst.  Sec.  of  State*  3 
Jon  1946*  OFO  Decimal  Pile  091  Germany*  HUB.  SECRST 

S/  Cables  t  JCS  'to  Clay*  WAR  92682  of  U  Jan  1946*  S3CRBT}  WDSCA  to  CG'lGSNUSFHTr* 
WAR  94847  of  18  July*  1946,  C0NPID3NTIAL}  CAD  Numerical  File*  RG-122*  PRB. 

2/  Denaaiflcatlon  7o.  William  2.  Griff  ^*  "Denaslfloation  in  ths  United  States 
Zone  of  Germany*”  Annals. 

^  A  full  and  frank  description  of  this  entire  episode  is  given  hy  Kormann* 
Denaslflcatlon  63-92. 
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'.'hare  vare  numerous  complaints  tixat  the  Spruchkammar  ware  too  lenlant: 

OIJS  B:  yria  was  forced  in  July,  I946  to  direct  tha  'Bavarian  Mlniatry  for 
Idbaratlon  to  void  40  deolalons  of  a  Munidh  court.  A.  long-smoldaring  case 
involving  foremen  in  the  Bavarian  coal  mines  broke  out  in  open  conflict  between 
the  land  cabinet  and  tha  Director  of  OMQ  Bavaria.  The  Chief  of  Special  Branch 
in  that  land  concluded  that  he  needed  more  power  to  give  direct  orders  to  tha 
ministry.^  In  September,  OMCDS  found  it  necessary  to  Isaua  a  circular  letter 
condemning  tha  "defeatist  attitude  toward  denasiflcation  on  the  part  of  some 
Military  Ck>vernmont  personnel"  and  directing  personnel  to  "refrain  from  destruc¬ 
tive  orltiolem  of  the  law  for  Liberation  and  devote  their  efforts  whole¬ 
heartedly  to  oonetructive  action  ..."^  On  5  November,  194^,  after  a  siarvey 
had  Indloated  a  high  frequanoy  with  which  important  Itazis  charged  as  Class  I 
or  'biajor  offenders"  were  declared  to  be  "followers"  and  punished  only  by  snail 
fines,  Gen  Clay  made  a  speech  to  tha  laenderrat.  He  threatened  that  if  tha 
Germans  did  not  improve  denazification  practices  markedly  within  60  days, 

Military  Government  would  rosuas  direction  operation  of  the  denazification 

program.  This  led  to  a  period  of  reorganization  suid.  stepping  up  of  the 

2/ 

activity  of  the  tribunals. 

Not  only  OMGUS  investigators  but  also  Army  Intelligence  of fleers  observed 
the  operations  of  the  tribunals  and  the  reaction  of  the  German  public.  On  21 
November  1946  Maj  Gen  W,  A,  Burress,  G-2  of  DSFET,  reported  that  the  defects  of 

^  Minutes  of  Meeting  of  Bivarian  Ministers  with  General  Muller,  Director  of 
OMG  Bavaria,  i  Aug  1946,  OMSUS  Deoimal  File  AG  014.3  Denazification  Policy,  KCEC, 
This  file  contains  the  dockets  on  a  number  of  similar  eases. 

^  Letter,  HQ  OMGUS  to  Directors  of  land  Military  Governments,  6  Sept  I946, 

OMGUS  Deoimal  File  AG  00.1  (lA)  KcRC. 

Denaalfioation  103-112. 
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th*  SjruQbkuMT  «y«t«a  mrm  dausing  InoraMiag  erltleln  of  aeei^tiOB  polloj 
guMraUy  and  of  tha  Aaarloaa  loraad  of  daaooraoy.  lha  aTorago  Garau  ragardad 
tha  Sproohkaaaar  aa  a  idaoa  abara  big  Maila  got  off  lltfttly  liillo  tha  *mb11 
trj*  Nora  aada  to  auffor.  Ganan  opinion  had  raaohad  tha  point  of  ofort 
aotiooai  anoh  aa  bonbing  inoidante  in  tha  Stuttgart  araa.  Aooarding  to  Gan* 
Bamaoi  tha  tribunala  wara  ooonn^t  and  oftan  doniaatad  bj  politloal  partiaa« 
aapaolallsr  tha  Qaaiaiiat  Farty*  iha  Jiidgoa,  faarlag  rapriaali  ralaaaad  aajor 
Kaaia  aho  wra  thua  aada  aTtllafala  to  raorganiaa  tha  laai  Fartj«'^''^'S[a  riav  of 
all  tha  aTidanoa  at  band, "  vrota  Gan  Borraaa,  *it  i«  oar  eonaldorod  opialon 
that  Spruohkanaar  tribuoala,  aa  thay  ara  new  eparatiag,  eonatitnta  a  long 
ranga  aaouritgr  thraat  to  tha  ooevpation  and  that  tha  antlra  SpgraBhkaaaar  pro> 

U 

gram  ahould  ba  oarafuUy  rarlawad  and  amandad*  * 

A  xaplj-  to  GSFST  0-2,  jraparad  by  Special  hraxwh  and  algnad  by  Gan  Clay 
on  26  Daeanibar  1946,  undartodk  to  Juatlfy  tha  danaaifioation  prograna*  At  tha 
aana  tloa  it  polntad  out  aoua  of  tha  diffioultiaa  iidiarant  in  any  apuration 
program  of  eooqparabla  aagnituda* 

lha  progron,  whioh  raquiraa  tha  oMl nation  of  tha 
raoorda  of  11,000,000  paopla  wltt  3fGOO,000  ehargaabla  undar 
tha  law  ia  alj^t  without  praoadant  in  tha  hiatory  of  tha 
world,  azid  oould  not  ba  axpaotad  to  prooaad  without  grant 
difficulty. . . 


. .  lha  program  waa  daaignad  to  aaparata  tha  nominal 
liaai  from  tha  aotirc  Haai  so  that  tha  foraar  oould  regain  hie 
plaea  aa  a  oitlsaa  and  oontrlbuta  propsrly  to  the  aoonosila 
raTltnl  of  Gamany*  of  the  paopla  eannot  ba  east  out  of 
an  aoonoay  or  pamnnsntly  saparatad  from  tha  body  polltie  vl1h» 
out  eraating  a  obaotlo  condition. 


V  MMoranduu,  from  ijhj  Gan.  W,  A.  Burraaa,  AC/S  6-2  CSRST,  to  Chief  of 
'^taff,  USF5T,  21  low  1946,  CMGUS  AG  Daeiaal  file  014,  3  Danaaifioation 
Polioy,  ICRC.  SBCRBT 


SECRET 

"la  oay  oaalysiB  of  the  danaeiflcation  progroiSi  it  oust 
be  reaanibered  that  25$  of  the  people  ere  ehsrgeable  tnsder  the 
laW)  and  that  thle  in  iteelf  viU  oake  for  on  unbelievably 
large  amount  of  oritlaiem  of  the  lay  by  Germane  ae  it  is 
applied. * 

However  mild  the  eentenoee  aig^t  seem,  the  report  oomtinuedf  denaaifioation 
had  been  even  milder  in  the  other  aonee.  Cf  eouree  thoee  pwilehed  by  the 


Rpriv«Wr«nimai»  vould  be  resentfult  'ttie  only  thing  to  do  waa  to  reeiat  such 
eubvereion.  The  euppartirg  data,  it  wee  held,  did  not  Juetify  accepting  the 
conoluaiooe  of  the  G->2  report  as  other  than  an  expreeeion  of  opinion.^ 


Th»  4nn>«tlee 

During  the  eouree  of  194^}  two  etepe  were  taken  which  reduced  the  number 
of  caeae  to  be  ooneidered  by  the  denaaifioation  tribunale.  The  flret  of  these 
wee  the  "Touth  imnesty"  proelalaed  by  OMGDS  on  8  July,  1946,  which  eliminated 
the  oaeee  of  approximately  2,CXX),000  regietrante  bom  between  1  Januaty,  1919 
and  5  March,  1928.  Of  these,  approximately  410,000  were  ohargeable  ae  members 
of  the  HlUer  Jueend  and  the  Bund  Deutseber  Haedel.  The  Aanesty  did  not  apply 
to  those  ohsurged  as  Class  I  or  IX  offenders  nor  to  thoee  against  whom  there 
was  specif lo  evldexioe  of  crimes." 

Ihs  Touth  Amnesty  was  proolalmsd  by  Military  Government  without  prior  con¬ 
sultation  with  Washington,  and  ooeaeionsd  no  particular  oonment  at  the  time..  In 
August,  the  Vter  Departiwnt  cabled  that  it  needed  more  adequate  reports  to  deal 
with  "considerable  oritioiem*  of  the  denaslfloation  prograd.  The  oabla  also 
roquBsted,  in  the  interest  of  better  coordination,  "...  that  oontemplated 
action  be  reported  here  for  approval  before  it  ie  initiated."  A  week  later, 

jy  Tet^r,  T^epity  KilitaT?y  Governor  to  Cemoandlng  Gen  DSFST,  26  Dec  1946,  OMDDS 
AG  DooImI  File  014.3  Denaslfioatlou  Folioy,  SCRC.  SECRBT 
fj  (biCDS  VJeekly  InforMition  Bulletin,  No.  50,  15  July  1946,  p.  24 
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hamrmrt  anothwr  talagraa  Mat  rsadlagi  It  !•  th*  o«uil4r>**d  tUm  in 
tha  War  and  Stata  OapartMBta  that  tha  taidarlTlng  poliolsa  of  all  ocoaltMata 
aada  bgr  70U  ara  eooetirrad  la  and  approvad  hara*  ”  ^ 

la  Daoaift)ar  19A6  tha  laandarrat  propoMd  an  additional  aaoaatgr  for 
foraar  liasla  not  ehargaabla  in  Groi^  .T  or  II  ^om  taxahla  iaocoa  and 
artx  did  not  azoaad  a  r*rj  oodaat  fi^nra  or  «ho  vara  509(  or  aera  dlaahlad. 

Ihla  propoaal  uaa  eatiiaatad  to  raduoa  Iqr  700,000  tha  auabar  of  oaMB  to  ha 
triad.  Gan  Glaj  rafarrad  tha  qnaatloa  to  tha  War  Dapartaant  ia  tha  following 
tamat 

”9ia  propoaad  aotiea  la  within  tha  authoritgr  of  thla  offloa 
and  tharafora  1  an  not  raqnaatlng  approval.  Howavar,  I  do  not 
want  to  taka  aotlon  with  auoh  far  raaohlng  raaulta  if  you  bava 
atrong  objaotiona  tharato.w 

On  SO.  DaoaadMr  1946  OtCTS  waa  adriaad  that  tha  Oapartaaata  of  State  and 

War  agreed  with  tha  propoaad  aanaatyi  providad  that  tha  haM  year  for  ooaqput* 

ing  inoona  ha  ohaagdd  and  that  oaMa  ha  reopened  ahould  avldanea  develop  iadi- 

oatlng  an  individual  to  ha  a  Claaa  I  or  Claaa  II  offender.  Die  aanesty,  known 

aa  tha  "Chriataaa  Anneaty*  van  announced  00  26  Dooeaber,  1946.  It  waa  later 

aatlnatad  to  have  reduced  by  800,000  the  niather  of  oaaea  tried  ty  the  Denaai- 
3/ 

fioation  Dribunala. 

;L/  Cablaa,  AQWAR  to  USFET  and  OMGOS,  W  97043  of  9  Aug  and  WX  97736  of  16  Aug, 
1946,  OtCIB  AG  Daolnl  File  014.3  Danaiifioation  Policy,  XCRC.  SECRET 
2/  Cable,  OMGUS  agd  Clay  to  WD  for  UDSCA  peraomal  for  Eohola,  CC  7373  of  15 
Deo,  1946  CAD  NuBMrloal  File,  RG.122,  CBB.  SECRET 
3/  Cable,  WDSCA  GO  to  OMQUS,  WAR  88250  of  a  Deo  1946,  CAD  Deolaal  File 
311.23,  R&422,  LBB.  SECRET  Denaalficatioo  II4. 
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ISSUES  INVOLVING  INTEafUiLLLIEO  NEGOT 


In  oartnln  fislda  of  oooi^ation  polio/,  suoh  ae  dena»ifloatlon,  it  vaa 
poaalblo  for  OMGUS  to  idan  and  azeouta  a  ptrograa  unilaterally,  avan  thouid^ 
ita  affeotivanaaa  al^^l.  be  taaiqpared  by  dlaerapattoiaa  among  aonaa.  In  otbar 
oaaea,  there  oould  be  little  at  no  aohleTanent  without  agreement  among  the 
ooou;i;^rlng  powara.  In  late  1945  and  early  1946,  Is^ortont  inter-allied  negotia- 
tione  took  plaoe  on  three  aubjeota  within  our  purview  t  the  German  level  of 

induatry,  diapoaal  of  German  external  aaaata,  and  aatabliahnent  of  German 
central  agenciea* 

The  negotiations  to  determine  the  permitted  German  level  of  Induatry, 
plants  in  exoesa  of  whioh  would  be  deolared  available  for  raperationa  imder 
the  Potedam  Agreement,  took  place  in  the  Allied  Control  Council  dxxring  the 
first  qxnrter  of  1946.  The  basic  guidance  available  to  OMGUS  in  these  nego¬ 
tiations  waa  the  State  Deportnent  reparations  paper  of  Ueoendter  1945.  It  was 
supplemented  by  cooBDunleationB  through  Wax  Deportment  ohazmels  on  various 
technical  and  legal  phases  of  reparations.  An  CM>US  paper  of  IS  January, 

1946,  entitled  "The  Future  Level  of  German  Industry"  and  outlining  policies 
to  be  pursued  in  the  Control  Counoil,  was  fprwarded  through  the  Civil  Affairs 
Division  to  the  Department  of  State,  whioh  retumsd  a  number  of  detailed  com¬ 
ments  throu^  War  Dspartittint  channels.  These  comments  did  not  affect  the  basic 
reparations  and  level-of-lndustry  program  set  forth  in  the  paper,  whioh  was  con¬ 
sidered  by  both  the  State  and  Vtar  Department  to  be  really  monumental 

u 

achievement. 

IT  Letter  from  I'faJ  Gen  J.  H.  Hllldring,  Director,  CAD,  to  Brig  Gen  W.  H.  ^raper, 
Jr.,  Assist.  Deputy  far  Resources,  OICUS,  1  Feb  1946,  VDSCA  OMlmal  File  OI4 
Germany,  RQ-122,  ORB. 
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Tbtr*  %»•  only  ono  aapoot  of  th»  rapamtlona  and  laTol-of-lnduatry  prob- 
laa  on  >ihioh  Uashlngton  undartoolc  to  supplanant  the  Daoanbar  1945  oanaranduBt 
Ihia  uaa  the  qiwation  of  how  ouoh  atael-oaklng  oapaolty  ahould  he  left  in  Ger- 
■any.  Cb  this  auhjeot,  GezMral  Clay  wrlteai 


"Fixing  the  level  of  induatry  waa  inq)oaBihla  unleaB  we  oould 
reach  an  agreesient  od  ateel  production.  I  waa  eotnrinoed  of  the 
oerlta  of  the  Hoover  Fropoaal  and  waa  aiued  to  reoalva  a  suggestion 
froo  the  State  Departnent  that  3»  500, 000  tone  would  ha  adeqmte. 

Ihla  would  have  put  the  Tblted  States  In  favor  of  a  mare  dnatlo 
progran  than  any  of  the  other  powera.  Vhila  1  did  not  accept  this 
auggeation,  it  influenoed  me  oonslderably  to  propose  flgurea  below 
the  7,800,000  tons  ^ioh  In  the  hope  of  oca^onlse  we  had  aettled 
on  at  the  deairable  capaoity.  ” 

The  oonproolae  level  of  allowable  ateel  produotlon  reoommndad  by  General 

Clay  was  5<8  olUlon  tons*  This  figure  waa  accepted  by  the  Stats  and  War 

Oepartaenta  on  a  baaia  for  negotiating  with  the  British,  who  ware  inelstlng 

would 

on  retaining  a  oapaolty  of  7.5  million  tons  and  \dio)have  prafarred  nine  nil- 
lion  tono,^ 

At  tha  instance  of  the  State  Department,  OCUS  was  also  Inatruotad  to 
baaa  level-of-induatry  negotiaticaiB  on  the  aziatlng  boundarlea  of  Germany 
less  territory  east  of  the  Odsr-Heiaae  Line,  notwithstanding  the  fact  tiiat 
poaalble  separation  of  the  Saar  and  the  Riiir  would  aeke  revieione  neoessary* 

Oa  26  Muroh  I946,  the  four  eoeupyli^g  powers  in  the  Control  CoiuoH  agreed 
on  a  "Flan  for  Reparatlona  and  level  of  Poet  Whr  Genaen  Boonooy, ".  This  plan 
left  a  ateel  prodxwtion  oapaolty  of  7  million  tons  a  yaa>  but  provided  that 
actual  produotioa  over  5,800,000  tons  in  any  year  wotild  requlra  apeelfio 
approval  by  the  Allied  Control  Counoil.  The  level  of  heavy  industry  as  a 


1/  Dsolaion  10^.  Cabiea.  WD  to  OHGUS,  Clay  pereonal  ttm  HlUdring,  WAR  948O6 
of  2b  ^an  1946}  CRiCiDS  to  WD,  CC  22395  of  1  Geb,  repeating  earliar  OMGDS  cable 
to  State  Depti  CAD  Hvaaarloal  File,  RG-122,  ISB,  SBCBST 
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vhols  '&•  mt  at  about  50  to  S5JE  a£  the  1938  lovel.  A  nttabar  of  IndustrloB, 
auab  aa  eyuthotlo  gaaollBe,  rubber  and  an&oniai  ball  and  taper  roller  bear¬ 
ings,  oluminua  euod  nagnaaluD,  ato*,  were  to  be  eliminated  altogether  t  Other 
induatriea,  suoh  aa  basic  oheinioalB,  naohine  tools  and  hesTy  engineering, 
were  to  be  reduced  to  409(  cr  less  of  their  pre-war  eapaoil^t^ 

In  the  meantime,  a  delegation  administered  by  the  Department  of  State 
had  partlolpated  in  the  Inter>^Allled  Heparation  Conferenoe  in  Paris.  Ibis 
oonferenoe  produced  the  so-called  Paris  Beparations  Agreement  of  I4  January 
1946  ^ieh  allocated  tc  each  country'  peroentage  shares  of  German  reparations 
(except  those  going  to  the  USSR  And  Poland)  and  which  established  the  Inter- 
Allied  Reparations  Agency  to  distribute  Individual  items  of  capital  equipnant 
among  the  various  claimants.  An  annex  to  this  agreement  contained  a  nvmber 
of  resolutions.  At  the  instance  of  the  State  Department,  the  War  Department 
on  2  March  1946  cabled  to  OHIUS  instructions  to  s\q>port  certain  of  these  res¬ 
olutions  and  oppose  others  in  dealing  with  reparations  questions  in  the  Con- 

i/ 

trol  Council. 

The  for  reparations  and  the  level  of  the  pqot-war  Gorman  eoonoiqy 
adopted  by  the  Control  Council  had  been  based  on  the  assumption  of  the  eco¬ 
nomic  unity  of  Germany.  Go  the  latter  soore,  however,  the  Soviet  Representa¬ 
tives  took  the  position  that  there  could  not  be  a  pooling  of  German  resources 

Three  Tears  of  Rwr;iTatlQHa.  Spaoial  Report  of  the  Ifllltary  Governor,  Nov. 
l<?A8.p.2«  Final  hetxart  on  Foreign  Aid.  House  Report  Ho.  1845^  80th  Congress, 
Second  Session,  p.'  147}  Control  Gounoil  Re^r  C0NI/M(46)9,  approval  of  lavel- 
of-Ixidustry  Flan  by  Control  Counoll,  3/26/46,  also  paper  CCIIC/M(46)i6  of  20  Ihrch 
1946,  "l«vel-of-Zndustry  Flan  and  Assumptions  on  Which  It  is  Based. " 

2/  These  instructions  vers  contained  in  Cable  WAR  99164  of  2  March  1946,  Prom 
WAR  CAD  to  OMGUS,  WDSCA  014  Germany  and  also  CAD  Nvnarioal  File,  RC122,  1£IB. 
RBiSTRlCTSD.  See  Also  the  Paris  Reparations  Agreement  with  Annex,  Occupation 

49-64  or  £asadi*  976-988 
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until  tar  aaeh  sona  bad  achieved  a  balanced  eooncay.^  In  Mty  194i6|  thera- 
foraf  General  Clay  annoimeed  in  tha  Control  Council  that  disnantling  for  repara~ 
tioDS  would  be  auBpsaded  in  tha  United  States  Zone,  except  for  category  I  War 
Plants  and  advance  reparations  plants.  Sbipment  of  advance  reparations  plants 
(those  allocated  prior  to  the  Lavsl-«f  Industry  Agreement)  to  the  Soviet  Union 
continued,  however,  until  early  194^. 


Ihe  Potsdam  ^otoool  had  provided  that  the  Allies  would  take  over  all 
German  external  aasete  not  already  in  %ited  Nations  hands,  for  uss  in  meet¬ 
ing  reparation  claims,  nie  negotiations  for  aoccmplishing  this  wsra  conducted 
largely  on  government  level  by  the  Dspertment  of  State. 

At  tha  inaistenoe  of  C^XiUS,  the  Allied  Control  Council  had  established 
the  German  External  Rroparty  Commission  to  administer  German  external  assets. 
Tbs  Department  of  State  undertook  an  extensive  series  of  negotiations  with 
Allied  and  neutral  countries  oonoernlng  the  vesting  of  these  assets  in  the 
GEPC.  'Thasa  present  sn  entire  administrative  case  in  themeelvse  and  It  is 
not  possible  to  deal  with  this  eubjsot  extensively  in  this  study. 

To  lUvistrate  the  problems  of  policy  and  administration  that  the  external 
assets  negotiations  Involved  for  Military  Govammsnt,  howscr?:  there  is  oltsd 
here  a  memorandum  of  3  Fshrusry  1946  from  the  Dirsotor  of  OAD  to  the  Assistant 
Ssoretary  of  Vtar* 

”1.  In  C>b>lN-64l3,  28  January,  1946,  Gsoaral  Clay  states 
that  the  Qfflos  of  Military  Government  is  "oompletsly  at  ssa" 


l:a.l22. 
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regarding  the  responslbllitias  of  the  German  ErbernELl  Property 
Commission  and  asks  for  Inmadlata  policy  olarification.  Ilie 
attached  letter  outlines  the  elements  of  confusion  In  this  sltur- 
atlOQ  tAiloh  have  disturbed  General  Clay  and  the  War  Department. 

*2.  On  the  Instraotions  of  the  President,  the  Insistence 
of  the  State  Departoent,  and  over  tiie  opposition  of  the  British 
Government,  General  Bisenhover  suocessfully  argued  in  the  Con¬ 
trol  Council  meeting  of  2  Ootobar,  1945  for  the  adoption  of  ACC 
law  No.  5*  This  law  was  enacted  on  30  October  establishing  the 
Qeromn  Ebctemal  Property  Coomission  as  an  agency  of  the  Control 
Council  and  placing  all  rights,  titles  and  interests  in  German 
external  assets' in  the  Commission  for  disposition  as  directed  by 
the  Control  Council. 

"3.  The  Var  Oapartmant  has  sines  endsavored  to  obtain  firm 
policy  guidance  from  the  State  Department  concerning  the  functions 
of  the  Commission,  ^cause  it  recognised  the  importance  of  deal¬ 
ing  with  the  problem  of  German  exteraal  assets  in  such  a  way  as  to 
insure  ooordlnated  governmental  poUoies  towards  all  foreign  gov¬ 
ernments  oonoomad,  the  Vhr  Department  has  not  questioned  the  course 
followed  by  the  State  Department  iqj  to  this  time.  But  three  months 
have  now  gone  by  since  the  passage  of  the  law  and  discussions  at 
intergovenimental  diplonatle  levels  have  not  clarified  the  function 
or  prooedwes  of  the  Coemilsslon. 

"5.  ...^e  Commission  has  recently  agreed  to  olroulats  a  note 

to  the  neutrals  asserting  title  to  all  German  oxternal  assets  includ¬ 
ing  German  var  materials  and  asks  the  neutrals  to  furnish  an  inventory 
of  such  materials.  An  official  of  the  State  Department  (>4r.  Waray, 
Chief,  Division  of  Kooaomio  Security  Controls)  now  proposes  to  request 
the  British  and  French  Govarmaonts  to  instruct  their  inamberB  on  the 
Politioal  Dlreotorate  the  Allied  Control  Council/  to  disapprove 
the  note  and  to  urge  the  Commission  instead  to  ask  all  four  govern¬ 
ments  to  Bubnd.t  the  request  for  an  inventory  to  the  neutrals  through 
diplomatic  channels.  Ihe  State  Department's  proposals  appear  incon¬ 
sistent  with  the  terms  of  the  Vesting  Deeres  and  the  powers  of  the 
Commission  thereuzider.  - 

"6.  Confusion  exists  also  regarding  the  organisation  and  pro- 
oedure  of  the  CommlssloQ.  Cb  19  November  1945 »  tbs  State  Department 
reqxiast  the  organissatlon  of  the  Conmlesion  in  two  branches... 

"7.  Attached  draft  letter  for  the  signature  of  the  Secretary 
of  War  to  the  Secretary  of  State  euamarises  the  above  development 
and  urges  that  Immsdiate  guidance  be  given  to  the  War  Department 
as  to  the  scops  and  functions  of  the  GSFC.  Ihe  letter  request 
spaciflo  guidance  whether  this  government  is  prepared  to  support 
the  Vesting  Daoree  by  the  threat  of  aanctims  against  the  neutrals 
if  such  a  eotirse  proves  to  'be  necessary.  *4/ 

1-iemorandum  (quoted  with  minor  omissions)  from  Director  of  CAD. to  Assist. 

See  of  War,  5  Feb  1946,  WDSCA  OeoiMl  File  014  Gemny,  RG-122,  DRB. 
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Policy  ca  cxtcraal  asMta  continued  to  be .  indefinite  for  naxqr  aonthc* 

Ihc  State  Departmnt  could,  of  course,  point  out  that  sinoa  fin  policy 
depended  on  agreeaent  with  other  allies  at  a  governiasntal  laTsl,  it  would 
have  been  diffieult  to  be  noire  definite  without  such  a^eMnt.  ^  only 
other  way  to  handle  the  problen  would  have  been  to  throw  it  entirely  into  the 
the  laps  of  the  Hiiltiury  Comrnorc*  It  la  doubtful  idwther  the  &>ltlBh  or 
the  nrenoh  would  have-  been  willing  to  take  this  step. 


It  had  never  been  thouc^t  that  the  US  Zom  of  Genaany  alone  could  beooiaa 
self-aupportlng.  TB  polioy  wae  at  all  tines  based  flnaly  on  the  principle  of 
treating  Genaany  as  an  soonomlo  unit.  '%s  civilian  stqpply  plane  dovelopad  by 
the  War  Ospartaent  under  the  Presidential  order  of  29  July  1945  oontenqilatad 
an  export-lmport  progran  for  all  four  sones  adopted  by  the  Control  Council 
atkd  administered  by  a  central  German  agency.^ 

During  the  autumn  of  1945  It  was  not  the  Soviet  Onion  Ttrauoe  that 
obstructed  the  establishment  of  central  Genoan  administrative  agencies. 
Althouc^  such  agencies  for  finance,  transport,  ooomunloatloDS,  foreign  trade 
and  industry  were  specifically  provided  in  the  Potsdam  Protocol,  the  French 
refused  to  be  bound  by  this  dooument,  to  which  they  were  not  signatories^ 
After  Gen.  ^lay  bad  reported  the  French  rejection  of  US  proposals  for  central 
administrative  agencies  In  the  Control  Counoll  meetings  of  22  Ssptsniber  and 
12  and  16  Ootober  1945,  ths  War  Departnsnt  cabled  bln  as  follows  (Quotsd  in 
paraphrass)! 


1/  MsBOFandum  from  Deputy  Chief  of  Staff  to  Director,  CAD,  Budget  Officer 
and  Commaading  General,  ASF,  Subject:  Proeurement  and  Initial  Financing  of 
the  US  Frogram  for  Gertsany,  5  Aug  1945,  CAD  Decimal  File  014  Germany,  CRB. 
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Iha  Dapartunts  of  Stata  and  War  agree  with  you  fully  that  further  delay 
in  canyisg  out  the  Berlin  Frotoool  prorlaion  to  eatabliah  central  adminiatra- 
tisfe  mohi^ry  vould,  in  fact,  prevent  Control  Counoil  trm  ftbctioning  aa  con¬ 
trolling  agency  for  Gemany... 

Authorlaation  la  granted  you  therefore  to  enter  into  any  arra^enente 
within  the  franevork  of  the  Berlin  Protocol  with  the  Sovleta  and  foltleh 
eatabllahing  central  admlnietratlve  aaohinery  for  the  reapectlve  three  sonea 
of  occupation*  ^oh  arrangeaent,  it  ihould  be  understood,  iafsr  adatnistra- 
tlve  purpoaea  only  with  no  prejudgaent  intended  of  the  final  dlapositlon  of 
territories  within  these  sonea.!/ 

A  principal  reason  for  Prenoh  obstruction  of  central  Geman  admlnlatra- 
tive  agencies  was  the  desire  of  France  to  internationalise  the  Ruhr  and  the 
Rhlreland.  Gen  Koelts,  the  Fkencsh  representative  on  the  Control  Council,  cited 
to  Gan  Clay  hie  inatruotlona  from  Paria  to  oppose  satting  up  the  Agencies  until 
the  Ruhr-Bhineland  question  had  been  settled*  At  the  meeting  of  3  November 
1945  at  the  State  Department,  Gen  Clay  requested  that  US  views  on  the  French 
Internationalisation  proposal  be  defined*  In  planning  the  German  level  of 
Industry  for  reparations  purposes,  it  was  necessary  to  know  whether  the  Ruhr 
and  Rhineland  were  to  be  separated  from  Gei*ioany. 

It  was  explained  th&t  the  French  had  been  invited  to  discuss  the  matter 
in  VJashlngton,  and  that  the  Secretary  of  State  probably  would  not  prejudge 
the  US  position  befors  hearing  French  arguments*  Gen  Clay  then  noted  the 
Soviet  belief  that  the  US  and  Britain  were  secretly  supporting  French  obstruc¬ 
tionism,  and  H.  Freeman  Matthews  of  the  State  Deputmant  admitted  that  diplo- 
natlo  pressure  to  treat  Germany  as  a  unit  had  not  yet  been  brought  on  the 
Frenoh.  As  for  the  alternative  of  central  agencies  without  the  Frenoh,  Gon 
Clay  pointed  out  that  the  USSR  would  probably  demur  until  assinred  regarding 
US/UK  views  on  the  Rhineland. 

i/  Cable,  CM  OUT  7759^,  WD  to  OMGUS,  20  Oct  1945,  CCAC  Decimal  File  014  Ger¬ 
many,  RG-999,  nua.  CONPIDdNriAL 
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m  tba  discussion  ^Ich  followed,  Jaaies  W.  Rlddleber{;er  of  the  State 
Department  commented  on  Soviet  actions  that  conflicted  with  Potsdam,  such  as 
Inhumane  and  unplanned  transfers  of  population,  lntar>sonal  barriers,  centred 
of  the  press  and  development  of  favored  political  parties  in  the  Soviet  Zone 
as  well  as  unilateral  land  reform  and  nationalization  of  Industry.  Gen  Olay 
replied  that  it  was  not  the  Soviets  \dio  were  failing  to  carry  out  Potsdam: 

They  favored  the  creation  of  oentrad  administrative  machinery  idiioh  the  French 
continwd  to  veto.  There  was  some  merit  to  their  position  that  inter-zonal 
barriers  covdd  be  removed  only  after  establishaent  of  such  machinery.  Further¬ 
more,  Gen  Clay  believed  that  the  USSR  had  gone  further  than  the  French  in  the 
introduction  of  demq^bratlo  procedures  in  their  zone.  Population  movements 
from  the  east  were  caused  by  the  Polish  Government,  the  remedy  being  not  in 
the  Control  CounoU  but  on  the  diplomatic  laval.  In  matters  such  as  land 
reform,  both  the  Soviet  Ubion  and  the  Uhited  States  were  acting  unilaterally 
in  the  abaanoe  of  quadripartltle  agraement. 

The  entire  reord  of  the  Control  Council,  said  Gen  Clay,  showed  that  the 
USSR  was  willing  to  cooperate  with  other  powers  In  operating  Germany  as  a 
sin^e  political  and  economic  unit.  It  had  blocked  no  more  than  one  or  two 
papers  in  the  Control  CounoU,  wfaloh  could  not  be  said  for  the  other  members. 
Aooordlng  to  the  official  report  of  this  meeting,  "Gen  Clay  oonLudad  by  stat¬ 
ing  the  view  that  our  relations  with  the  USSR  in  the  government  of  Germany - 
were  of  decisive  importance  in  the  foreign  policy  of  the  Ublted  States  and 
that  unless  our  relations  suooesded  in  working  effectively  In  thdt  laboratory, 
our  entire  foreign  policy  with  respect  to  Russia  would  be  in  jeoperdy.  Mr 
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Clayton  Assistant  Secretary  of  Stat^  expressed  fu'*!  crnoiirronoe  vrlth  the 

If 

foregoing  conclusions.'^ 

Gen  HiUdrlitg  then  addressed  a  nteioorandvin  to  the  Secretary  of  War  recom- 
BMnding  that  he  urge  the  Secretary  of  State  to  fttrniah  guidance  on  the  US  posi¬ 
tion  on  Huhr-^ine  intemationalisatloii  and  to  press  the  IVenoh  to  a^ee  to 
central  German  administrative  sarvloea*  Secretary  of  Mar  Batterson  took  up 

the  mattOT  with  Secretary  of  State  James  f.  Byrnes  at  a  meeting  on  6  November, 

2/  ^ 

following  this  action  with  a  letter  on  21  November  1945.  Inis  recoonnenda- 

tion  wa.s  reinforced  by  the  £!yron  Brice  report  of  9  November  which  criticised 
French  pdiclas  in  strong  terns  and  urged  "use  of  the  full  force  and  prestige 
of  American  diplomatic  power"  to  break  the  deadlock  in  the  Control  Council. 

Acting  Secretary  of  State  Dean  Aoheson  replied  in  a  letter  received  in 
the  V<ar  Department  on  13  December  1945 »  in  whioh  he  reported  a  series  of 
meetings  with  the  French  delegation,  lad  by  M.  Couvs  daMurvilla,  from  13  to 
20  November.  Although  no  definite  statement  of  the  American  attitude  had 
been  made  to  M.  Couve  deKvmrille,  he  had  been  told  that  the  Halted  States 
would  not  agree  to  any  unilateral  action  changing  the  Potsdam  Agreement.  Ihe 
French  Govornnsnt  was  presenting  Its  proposal  to  the  British  and  Soviet  Gov¬ 
ernments,  after  which  the  Department  of  State  would  consult  with  them  and 


_ _  P.20 

y  Minutes  of  Nbeting  at  State  Department,  3  Nov  1945  as  cited  in  Note  1,/  Com- 
mentltig  later  on  US-Sovlet  relations,  Gen  Clay  wrote t  "X  have  stated  elsewhere 
that  I  believe  it  would  have  been  preferable  to  establish  the  osntral  agencies 
and  try  to  resolve  our  differences  within  the  framework  envisaged  at  Fotsdam. 
Others  do  not  agree.  I  have  heard  Bohlen  coounsnt  that  the  French  saved  us  by 
the^"  early  veto  actions.  Some  time  later  I  heard  Ambassador  Bedell  Smltti  say 
thsx  at  the  time  we  were  too  naive  politically  to  cope  with  the  Kusslans  in  such 
a  framework.  I  realise  that  if  we  had  formed  the  oentral  administrative  agencies 
our  basic  differences  would  have  remained  and  the  some  struggle  would  have  occur¬ 
red  idthin  this  framework."  (Decision.  131) 

2/  Memorandum  from  Gen  Hllldring  to  the  See  of  Vkur,  Subjectf  Internationaliza¬ 
tion  of  the  RuhP-Rhineland,  5  Nov  1945,  vlth  handwritten  note  by  Sec  Patterson  of 
7  Nov  1945,  VJDSCA  Decimal  File  014  Germany,  RG-122,  ERB. 
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than  raach  a  conclusion  on  tba  French  i^oposal.  In  the  neaatima,  I'Ultary 
Govamment  had  authority  to  establish  central  administrative  agencies  vlth«> 
out  the  IVenob,  vdio  had  baan  so  informed.^ 

Secretary  Patterson  had  viritten  a  saoond  letter  to  the  Department  of 
State  on  10  DBcembar  1945i  supporting  Price's  reeamDendatian  of  energatic 
maasures  to  break  the  deadlock*  This  letter  evidently  crossed  the  letter 
from  Acting  Secretary  Acheson.  The  latter,  however,  conflicted  with  the  State 
Department  memorandum  forwarded  to  the  theater  on  7  December  1945,  which  had 
defined  Germany  for  reparations  purposes  as  the  1937  Raich  less  territory 
east  of  the  Oder-Naisse  line.  The  more  recent  statement  that  no  "categorical 
answer"  on  the  Ruhr-Rhineland  could  be  given  raised  doubt  as  to  the  firmness 
of  this  assumption.  Accordingly,  on  Gen  HiUdring's  racosomandation.  Secre¬ 
tary  Patterson  again  wrote  the  Department  of  Stats  on  28  December  1945,  draw¬ 
ing  attention  to  the  apparent  conflict  and  urging  again  that  all  possible 
pressure  ba  brought  on  the  French.  The  War  Department,  ha  stated,  feared  that 
continued  French  refusal  to  establish  oantral  administrative  machinery  in  Ger¬ 
many  might  causa  a  breakdown  of  tha  Fotedam  provisions  on  treatment  of  Germany 
2/ 

as  an  aconomlo  unit. 


dCONOHIC  PH0BI£MS  OF  KARL!  1946 


Itaoartainty  whether  and  when  Germany  would  be  treated  as  an  eoonomlo  unit 
heuDpered  attempts  to  return  to  a  samblanoa  of  economic  normalcy  during  the 
first  months  of  1946.  Cases  in  point  Involved,  typically,  questions  of  for¬ 
eign  trade  transactions,  private  investment,  food  and  coal. 


37  Letter  .from  Acting  Sec  of  State  Dean  Acheson  to  the  Sec  of  War,  undated, 
received  in  Department  13  Deo  1945,  WDSCA  Decimal  File  014  Germany,  RG-122,  DKB 
2/  Latter  from  See  of  War  Robert  P.  Patterson  to  Acting  Sec  of  State  Dean 
Acheson,  28  Deo  1945,  WDSCA  Decimal  File  014  Oermany  (fils  date  20  Deo  1945), 
RG.122,  DRB 
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UgsistaQQe^Qjj^QPealim  of  Rorml  Trada  Gh«imala 

At  the  outsat  of  Uia  occupation,  Ci^rnan  exports  to  the  United  States  had 
bean  admiEistarad  directly  by  llilitery  Government  in  Germany  and  by  the  US 
Commercial  Corporation  In  xashington.  Iha  latter  was  a  covarnment-ovmed  cor¬ 
poration  vdiich  pwchasad  the  Gaman  products  and  re-sold  them  to  the  ultimate 
importers. 

Sarly  in  1946  OMDUS  proposed  that  various  types  of  transactions  be  handled 
through  direct  contacts  between  An^rlcan  and  German  business  men  authorized  by 
a  general  Treasury  license  under  the  Trading  V!ith  the  Snemy  Act  And  in  conform¬ 
ity  with  OMIUS  policies  8uid  directives.  On  13  I'aroh  1946,  the  VJar  Department 
cabled  that  both  It  and  the  Department  of  State  conslderad  this  proposal  pre¬ 
mature.  It  was  argued  that  American  businessmen  ml^t  bring  pressure  for 
allocation  of  raw  materials,  fuel  and  transport  to  specific  plants  in  conflict 
vdth  general  plans  for  reactivating  the  German  economy.  The  main  reason,  how¬ 
ever,  was  the  belief  that  direct  purchase  of  goods  from  Germans  by  American 
businessmen  could  be  arranged  only  in  agreement  with  the  other  occupying  powers 

I 

since  it  would  involve  establishing  an  axchance  rate -for  the  Reichsmark.  Further¬ 
more,  American  businessmen  woxild  be  interested  in  products  from  other  zones, 
tuaidng  necessary  inter-Allied  agreement  to  provide  facilities  for  foreign  busi- 
bioslnessmen,^ 

At  the  same  time,  a  tight  control  was  retained  on  German  exports  to  coun¬ 
tries  other  than  United  Nations,  JCS  1067/6  had  prohibited  such  exports  unless 
specifically  authorized  by  Viashlngton,  On  18  April  1946,  S'.NCG  approved  a  modi¬ 
fication  lifting  the  prohibition  of  exports  to  ex-enemy  countries,  which  v;ould 

1/  Cable,  V);’a’GiiD  to  OJEUS,  ilAR  80532  of  13  ”aroh  1946,  referring  to  Ci:..IIJs  1724 
of  8  Peb  and  2593  of  12  Jan  1946,  GAD  Numerical  File,  RG-122,  CRB.  G0i:Fi'D.i:rT]AL 
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still,  howavar,  be  reported  in  advance  for  the  inforicaticn  of  the  £:0V3rnm8nt. 

The  rastr.-  ition  on  exports  to  neutral  countries  wae  continued,  but  it  was 

agreed  that  govarnmant  approval  of  such  exports  froB  the  US  2’ooe  would  be 

granted  by  the  h'ar  Department  with  only  telephone  concurrence  by  the  State 

and  liavy  Departinenta.  ii^van  so,  tliis  procedure  was  cmbereoma  and  han^perad 

the  reactivation  of  German  exports  to  countries  such  as  Switzerland  emd 

1/ 

Sweden. 

Moratorium  on  Foreign  Ihvasttnenta  In  Garroanv 

The  Department  of  State  also  refused  to  approve  proposals  for  expansion 
of  existing  investments  or  creation  of  new  property  interests  in  Germany,  Its 
reasons,  as  cabled  to  0>CUS  on  I5  i4aroh  194^  through  War  Departnent  channels, 
were  t 

"1,  Absence  Quadripartite  Agreement  on 
(a)  Levels  of  industry, 

(B)  Dgsignatlon  of  industrial  capital  eqxilpment  to  ranaln 

in  Germany, 

(C)  Conditions  xinder  which  extensions  of  foreign  investments 
in  Germany  will  be  permitted  so  as  to  insure  equal  oppor¬ 
tunity  for  all  and  discourage  Bpeo\ilatlve  transactions; 

2.  Uncertainty  ae  to  date  reeuniptlon  normal  eoonomlo  functioning  post¬ 
war  peace  time  Industry  of  Germany  and  present  financial  disorder  in  Germany. 

The  Department  of  State  requested  that  O'.iGUS  seek  Control  Coiaicll  agreement  on 
a  moratorium  on  new  foreign  investment  in  Germany.  At  the  same  time,  the  Depart¬ 
ment  was  preparing  a  policy  to  be  put  in  effect  after  the  moratorium  should  be 

y  JCS  1067/i,  paragraph  41cj  SLiiCC  papers  of  21  March  and  1  April  1946,  Initi¬ 
ated  by  JCAC  and  approved  by  SV/HCC  on  If!  April  1946;  JCAC  concurrence  of  11  I-Jay 
1946;  JCS  approval  on  21  May  1946;  Cable,  VJD  to  USFST  and  0?'CtUS,  WAEX  88706  of 
21  liiy  1946;  OICUS  JCS  1067  File,  KCRC.  IhSSTKICTSD 
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tennjjaated.  fiffaotmtloa  of  this  uLtlaate  policy,  howevar,  would  depend  on 

1/ 

quadripartite  agreement  on  the  basic  outllneB  of  over-all  economic  policy. 

The  Soviet  Union  was  not  inclined  to  agree  to  a  prohibition  against  for- 
eign  acquisition  of  interests  in  Garnany*  In  the  Soviet  Zone,  Important 
industrial  properties  had  been  tranafarred  to  direct  Soviet  ownership  in  the 
fox*m  of  Soviet  Aktiengesellsohaftan  (share  corporations).  In  the  US  Zone, 
however,  the  moratorium  was  imposed  by  meane  of  I'ilitary  Government  law  No, 
53,  which  pr^ibltad  property  t:>an8fer8  of  the  tyisee  involved  in  foreign 
Investment.^ 


At  no  time  since  the  heglnning  of  the  occi^tion  had  the  food  sitxaation 
in  Gerrany  been  even  remotely  eatisfactory.  It  had  proved  possible  to  meet 
the  established  ration  of  1550  calories}  but  a  serious  crisis  developed  early 
in  1946. 

Both  OICUS  and  the  V/ay  Department  had  recognized  that  even  the  1550- 

t 

calorie  ration  would  not  support  the  health  of  the  population  over  an  exten¬ 
ded  period,  late  in  1945,  the  War  Department  requested  the  Depeurtment  of 
Agriculttire  to  allocate  additional  wheat  so  that  the  theater  commander  coiiLd, 
at  his  discretion,  raise  the  daily  food  ration  to  2000  calories.  Ihls  request 
was,  however,  refused  on  the  ground  that  the  acute  world  vheat  ehorage  and 
deficits  in  liberated  areas  made  an  increase  in  Vlar  Department  allotments  impos- 
slble.  At  a  neatlng  of  Agriculture,  State  and  ’-iar  Department  officials  on  16 

l/  ‘'able  frorn  l^IJAD  to  Oi-iCUS,  VJAR  80912  of  15  1  larch  1946,  CiiD  -.lumerical  File, 

2/  Property  Control  in  the  US-Occupied  Area  of  Germany,  Special  Report  of  the 
Mlitary  Governor,  July  1949,  pp,  24-68, 
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January  1946  it  was  agreed  that  the  general  v;orld  food  shortage  might  pre¬ 
vent  the  v'ilitary  Governor  from  complying  with  existing  diractivee  to  avoid 
starvation,  diiaase  and  unrest  vdiich  might  endanger  die  occupying  forajs. 

Vlithout  prohibiting  an  increase  in  rations,  the  War  Department  nevertheless 
warned  the  theater  that  supplies  might  not  be  forthcoming  to  support  an 
Ineraase.^ 

Shortly  thereafter,  President  Truinan  appointed  a  committee  consisting 
of  Secretaries  of  Agriculture  and  Coraraaroe  and  the  Assistant  Secretary  of 
State  to  investigate  the  world  food  situation  and  determine  what  the  United 
States  could  do  to  meet  it,  Hiis  committee  reported  that  only  11  million 
tons  of  wheat  were  available  to  maet  total  world  requirements  of  appi'oxi- 

il 

mataly  20  million  tons, 

'Hie  food  situation  in  Germany  became  worse  rather  than  better.  In 

February  1946  the  available  ration  began  to  drop,  a  movement  \rtiich  continued 

until  May  and  June,  at  which  ilraa  only  1180  calories  per  day  were  available 

for  the  normal  consumer.  Food  stocks  on  hand  ware  further  reduced  by  an  emergency 

loan  from  the  US  and  British  Zones  to  the  French  Zone,  made  in  response  to  a 

French  request  presented  in  Washington,  By  liaroh  1946  there  was  definite  evi- 

3/ 

dence  of  suffering  and  economic  recovery  was  paralysed. 

The  Department  of  ^tate  proposed  that  food  supplies  in  the  three  Western 
Zones  be  equalised,  to  which  OPCIS  objected  since  such  a  policy  would  jeopardize 
the  theater  commander's  ability  to  control  the  situation,  Iha  ><’ar  Department 


17  Cable,  VJARCAD  to  OPCUS,  'JAEX  93672  of  18  January  1946,  referring  to  December 
WAR  90945  and  Jan  CC  21684  (CM-IN  35S2),  CAD  Numerical  File,  RG-122,  DRB. 
COI^FIDa^TIAL 

7j  Cable,  IIARCAD  to  OMJUS,  WAR  99130  of  1  Harcb  1946,  CAD  Kurrerioal  File,  RG- 
122,  DRB.  SSCRST 

2/  Cable,  v;aRCAD  to  01  BUS,  UARX  96974  of  12  February  1946}  also  VJAitCAD  to  OMGUS, 
•jAR  80107  of  9  I'arch  1946}  CAD  Nurcerical  File,  RG-122,  ERB.  S^ICIGST.  Decision  265-66 
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agreed  to  suppoi’t  this  Objection  but  stated  that  to  sustain  its  position  it 
vould  be  '*abeoluta3-y  eijfientlal  to  lower  the  feeding  level  of  the  United  states 
Zone'’.  OiSiOS  vts-  npttfiad  that  there  wowl.d  be  no  more  shiprients  of  v/heat 

y 

until  the  next  C^op,  that  ie  until  July  1946.  According  to  a  Civil  affairs 

» 

Uivision  teleconference  with  the  OJ^DUS  Food  and  Agriculture  Division  on  19 
larch,  the  Wer  Oepwrtme'nt.bad  <?^y  650,OOC  to  800,000  tons  of  wheat  for  the 
first  half  of  1946.  Priwity  had  to  be  given  to  Japan,  where  the  ration  v?as 
currently  lOjO  Calorie 8  for  the  nopwal  concujnar  and  threatened  to  drop  to  471 

y 

calories  in  May. 

In  a  talaconferenc*  with  Aealatant  bacretary  of  war  Ho\jard  C.  Petersen 
and  officials  of  GAD  and  the  Dopartoent  of  State  on-SO  Marcli,  General  Clay 
explained  the  levels  of  shipments  naceseary  to  support  ra Lions  of  1200,  1313 
and  1550  caZoriep  in  Geripeny,  pointing  out  that  stocks  on  hand  would  cover 
only  900  calories  until  the  coming  harvest,  Ihis  ration,  Can  Clay  statiid, 
was  close  to  stsTVatiott,  .  Asaiatant  '-aopetary  Petersen  then  indicated  tho 
bar  rtepartmont'a  trouble? 'in  obtaining  firm  food  commitments,  as  fonfiy;;- 


"Patorfionj  I  realize  tho  difficulties  yo\i  hf>.v>,  und  1  would 
lilo  to  give  you  some  definite  asHurnnce  ns  to  wk-i  1.  level  of  fi'.-.d 
Jjig  you  Can  oiiBtaln  through  tho  imports  we  will  give  you.,  .30  thot 
you  can  plan  until  the  next  harvest,  V/e  have  boon  after  thio  l/u.in,’ 
hero  quitn  fitirenuoufily.  on  a  cabinet  level,  for  roforo,!  weolcf!;  w.^ 
hnvo  no  definite  COffind-tmoats  out  of'  the  other  depart.'iionts  u.f  go/-- 
orniwjnt.  The  e.stli!at®s  of  food  available  for  export,  and  th','.  i\  1  lie 
of  various  olaimanto  before  these  combined  food  boards,  shl.f'b  p  1  j;n;  ■ 
daily.  As  &  natter  of  fact,  they  do  not  really  have  a  propytuu.  ,  <x  r 
time  you  ra.iuft,  there  are  different  supply  raid  demand  figures;  r.iiC 
thus  .far,  ttia  combined  food  board,  vihich  is  a  Eritish,  Amoricon  i 
Canadian  Board,  had  not  raada  definitive  allocation;'  for  the  .lanu 
through  jwie  loading  period.  They  are  on  a  hand-to-mouth  basis,  n.m 


I7'''^ia67  WAliCAli  to  iXiGUS,  WAll  8010?  of  9  Iferco  .1946;  U/d-C.^iD  to  0.  (U'  :. 
RO97O  of  16  ifexch  1946;  CAD  Murnerical  File,  hC-l22,  DRD.  ...SGIIST 
27  Telocon,  VJD  TT  5900  of  19  farch  I946,  CAD  Nimierlcal  File,  RC-‘i22,  m 
CtlFIDi  :TlaL 
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and  It  is  a  constant  stmggla  to  get  aonth~bgr^«onth  allocatlotis* 

To  show  you  hovr  bad  it  is,  it  is  t4uroh  20th  today,  and  they  have 
not  finally  determined  on  Mstrch  edAoeations;  and  the  monlh  is 
two  thirds  gone.* 

Gen  Clay  replied  that  unless  50,000  tons  a  month  for  April-Jime  could  be  allo«- 

oated,  it  would  be  necessary  to  drop  to  the  900  calorie  level.  Ha  then 

announced  ihat  the  theater  commander  f/ould  cable  the  sene  day  that  this  level 

of  feeding  would  require  additional  troops  to  control  the  Zone.^ 

The  net  result  of  oonslderable  further  conferring  and  cabling,  during 

which  General  Clay  pointed  out  that  the  continuance  of  the  existing  15$0- 

calorie  ration  in  the  Soviet  Zone  wotdd  make  Coamusiaa  look  very  attractive 

to  the  Gemans,  was  a  fin  alloeation  of  50,000  tons  per  month  fren  April  to 

June.  In  epite  of  repeated  eaergetio  repreiMntatiocs  by  the  VJar  Department, 

however,  the  Oepsrtaant  of  Agriculture  refueed  to  make  any  ooedtaenta  beyond 

June  slnoe  the  over>all  allocating  authority,  tha  Coabined  Food  Board,  was 

2/ 

awaiting  tha  results  of  a  survey  by  fonaer  President  Herbert  Hoover. 

The  influence  of  former  Itreeident  Hoover  was  dooisiva  in  obtaining 
Inor^^ased  food  shipments  to  Germany,  '^cting  upon  Peteraen's  recaDinendatlon, 
Gen  Clay  visisted  Hoover  soon  after  his  arrival  in  Europe.  Uben  Hoover  oaoe 
to  Berlin,  ha  was  given  a  full  briefing  oo  the  food  sltmtlcm  by  (WDQ  and 
German  officials.  This  convinced  Mr.  Hoover  that  the  food  ahortage  in  Germany 


was  more  acute  than  elsewhere  in  Europe. 


y 


y  leleooDferenoe  WD-TC  5907,  20  Muroh  1946,  CAD  Nvnerioal  File,  R(>-122,  ORB, 
SaCRET 

y  Cable,  from  Petersen  personal  to  Clay,  WAR  81490  of  SI  lhx*ob  1946,  CCHFI- 
OSMTIAL}  Cable,  KARCAO  to  0M[iUS,  WAR  82185  of  26  Maroh  1946|  Taleocnfarenoa, 
Assist.  See  Ratarsen  and  Gen  Clay,  TC  5967  of  27  Htroh  1946,  88CRBT}  Tsleoon> 
ferenoe,  Gen  Draper  and  Gen  Echols,  WD  TC  5983  of  29  Mu^  1946,  GBCRBT)  Cable, 
froBi  Elsenhower  personal  to  I^Nkmey,  WARZ  of  3  April  1946,  SECRET]  CAD  Nuaerl- 
oal  Fils,  RG..122,  DRB. 

2/  Cable,  Petersen  perscnoal  to  Clay,  VIAR  81490  of  21  Much  1946,  CAD  Numarioel 
File,  RG-122,  DRB.  COKFIDEKTIAL.  Decision  266-67. 


VII  -  47 

SECRET 


SECRET 

RgflgWd  Cgntyoverey  Owr  AUoeatlon  of  Coal 


Coal  also  becaaia  aa  laaue  la  aarly  1946.  Oa  8  March,  the  IBVanoh  Smbasey 
presented  a  note  to  tha  State  Oapartmant  complal&lng  Fraaea  waa  not 
receiving  a  eufflaiaat  of  ineraaalBg  Genaan  coal  produotlon*  The  French 

pointed  out  that  Fraaidaet  Tknmn'a  dlraotiva  of  Jal^  1945  required  maximum 
octal  exports  to  liberated  oowt7ia8«  The  ^tate  Dapartment  uaa  aakad  to  instruct 

the  US  repraaentativa  co  the  Coordinating  CoBinittaa  in  Berlin  to  comply  vith  the 

/ 

direotiva.  Uhlla  it  waa  the  Intaatlon  of  the  Dapartnant  of  State  to  be  guided 
by  the  coomante  of  Q'jCUS  in  dealing  vith  the  altuation,  ^are  waa  a  alight  mis¬ 
understanding,  oaeaing  Gen  Clay  to  inquire  idiather  the  Garaan  coal  economy  was 

1/ 

to  be  run  fTcm  Berlin  or  fbon  V^iblngtcn. 

The  State  Dapartmant  than  gave  asauranoea  that  no  fomsal  action  would  be 

taken  on  tha  Canaan  coal  problem  without  prior  oonaultation  with  OhCCS.  A  new 

coal  policy  waa  proposed,  allooating  coal  ao  that  llberatad  oountrlee  would 

2/ 

have  15  peroant  more  coal  than  the  level  of  consuiiq>tlon  in  Germany.  From 
April  on,  the  production  and  diatrlbutico  of  ooal  were  the  aiibjects  of  coit- 
tinuing  negotiations  on  both  the  military  government  and  diplomatic  levels. 

The  issua  was  still  unsolved  when  the  second  part  of  the  Second  Session  of 
the  Council  of  Foreign  Miaiatora  waa  held  in  laris  in  J\ma  and  July  1946. 

The  difflcultlaa  with  food  and  ooal  had  amphaalsed  the  need  for  unify¬ 
ing  the  several  aonea  of  Germany  if  any  aoonomlo  progreaa  was  to  be  made  at 
all.  vattars  wore  somplicated  further  when,  on  12  Muroh,  the  British  Mlitary 

1/  Cables;  uABCAD  to  Ot'JGUS,  VIAR  81808  of  21  March  1946,  SBCRSTj  (SIGUS  from  Clay 
aigned  Ihllarnay  tc  AG.iAR  for  UARCAt)  (personal  for  Sohds),  CC  2720  of  8  April 
1946,  CC)nFIO>S”TIAL;  CAO  KuBBrioel  Fils,  BG~122,  IHB. 

2/  Cable,  VID  to  CHiGCS,  Clay  psraonal  from  Bcbola,  VIAR  85224  of  20  April  1946, 
CAD  Numerleal  File,  IUUi22,  DUB.  SuSRBT 
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Governor,  Gen  Koberteon,  notified  Gan  Qla7  that  he  desired  to  teniilnate  the 
pooling  of  export  proceeds  from  the  US  and  British  Zones  which  had  been  in 
effect  siiiC^  I  i545»  After  ecane  uiBcuesion  between  the  l^Uitaiy  Gov¬ 

ernors,  the  quastion  of  subsec<ueDt  pooling  arrangenents  vreis  referred  for  nego- 

1/ 

tiatlon  at  go\emaantal  level.  Furtheraore,  the  failure  of  the  thiited  States 

and  Britain  to  bring  more  effective  pressure  on  the  F^enoh  for  eetabllshinont  of 

central  Caraan  agencies  had  caused  an  unsatisfactory  development  of  Gensan 

i/ 

public  opinion.  It  was  obvious  that  the  increasing  disintegration  of  Ger- 
mny  into  four  separata  sonea  had  to  be  stopped. 


STiiPS  TO..'iGd)  DlZOiJAL  U1?IP1CATI(»I 


In  April  1946  the  Civil  Affairs  Olvision,  with  the  ooncurrenoe  of  the 

Assistant  beoratary  of  War,  prepared  a  staff  study  reoonnendlng  that  the  SWNCC 

Subcommittee  for  Europe  develop  a  definite  United  States  policy  on  the  French 

demand  for  special  traatnent  of  the  Kuhr-Bhlxwlend  area,  on  the  establishment 

and  recognition  of  central  Geman  govenment,  on  denaslfloatioo  policy,  and  on 

2/ 

the  length  and  type  of  oootqpatlon  of  Germany.  In  Berlin,  Gen  Clay  began  to 
consider  the  possibility  of  unifying  two  or  three  soces  of  Gemangr  if  all  four 
powers  oould  not  agree;  in  April  1946  he  and  AidMSsador  ^^urplly  discussed  this 


1/  Cable,  from  OillUS  signed  Clay  to  AOm  for  WABCAD,  CC  2319  of  31  March  1946, 
OiU)  Nunarloal  File,  DHB.  CdCRl:^ 

2J  Staff  Study,  from  CAB  (Gen  Hilldring)  to  SA  vU  OPD  and  C/S*  23  Feb  1946, 
Subject  t  Review  of  iSxlsting  Policy  on  Folltloal  Diaeuseions  In  Geroany,  WBSCA 
DeciiMl  Pile  014  Germany,  DRB.  Cr/TFIDSW'.'IAL 

^  Staff  Studj'  from  CAB  to  ASA  OPD  and  CA»  10  April  1946,  VniSCA  Decimal 
Pile  014  Genmuiy,  HG-122,  IFJ.  SECBliT 
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posGlbllltj'  with  Sacra tary  of  State  9yrnei8,  lAo  had  arrived  in  Faria  for  the 
Second  Sssaioa  of  the  Council  of  Foreign  ^^inlBters.  Gen  Clay  reporta  thia 
convorsaticQ  ae  follpwei 


"i.'e  had  told  Flyraea  (hat  va  believed  a  merger  of  our  none 
v.'ith  the  Erltiah  Zona  confined  to  economic  nattera  would  not 
reault  in  the  breakdown  of  the  Allied  Control  Authority.  Ue 
found  Eymaa  convinced  that  the  Soviet  Governm3r.t  did  not 
intend  to  treat  Germany  aa  an  economic  unit  and  he  agreed  that 
the  fusion  of  our  aone  with  other  zones  waa  deairaUe.  He  did 
not  wish  to  take  such  a  atep  before  ha  had  extended  an  invitat> 
ion  to  all  the  oooupg^g  powera  in  a  meeting  of  the  Council  of 
Foreign  Mlnlstera, "17 


Gen  Clay  aisrimed  up  the  situation  in  Genrnny  in  a  latter,  which  ha  repeated 
in  somewhat  condensed  form  in  a  cable  on  26  I'Say  19A6.  Ha  pointed  out  that  the 
concept  of  economic  unit  agreed  at  Potsdam  waa  neaninglese  \ri.thout  the  central 
administrative  agencies  which  did  not  yet  exist.  Ihe  zones  were  still  alr- 
tl^t  territories  with  almost  no  free  exchange  of  oonmoditiea,  persona  and 
ideas,  'ihere  was  drastic  need  for  ooumon  economic  and  fiscal  policies  lest 
runaviay  inflation  produce  paralyala.  Without  economic  unity,  the  reparations 
and  level-of -indue try  plan  would  have  to  be  revised  to  avoid  economio  chaos. 

Gen  Clay  proposed  to  keep  the  huhr-Rhineland  area  in  Germany,  establish¬ 
ing  a  Rxiir  control  authority  that  would  administer  the  coal  and  steel  industry 
in  the  area.  If,  however,  the  Soviets  and  French  would  not  accept  such  a  solu¬ 
tion,  then  it  was  necessary  to  consider  poaslble  economic  merger  of  the  Bidtlsh 
and  United  States  Zones  alone,  Aa  Gen  Clay  pointed  outt 


"The  British  cuid  U.  S.  Zones  together  could,  within  a  few  years 
become  self-supporting  although  food  would  have  to  be  provided  dur¬ 
ing  this  period  until  industry  could  be  rehabilitated  sufficiently 
to  provide  requisite  exports  to  support  food  import.  Hacognizing 
fully  the  political  Implicationo  of  such  a  merger  it  is  our  beliof 


Decision  165 
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that  even  these  implioations  woxild  not  be  as  serious  as  the 
oontlnuatlon  of  the  present  air-tl^t  zones.  If  branch  and 
Russian  agraenent  to  these  basic  prlnolplas  caimot  be  obtained, 
we  would  reoopimsnd  strongly  that  the  British  be  approached  to 
determine  their  willingness  to  ccniblne  their  zone  of  oooups- 
tlon  with  ours.  If  the  British  we  willing  for  this  merger  to 
be  aooompllshed,  the  French  and  Russian  representative  should 
be  advised  that  it  is  our  proposal  to  effect  this  merger  before 
winter,  even  thou^  we  would  much  prefer  to  obtain  illiad  unity 
In  the  tireatment  of  Germany  as  a  whole.”!/ 


Continued  negotiations  with  the  French  on  central  German  agencies  had 
produced  no  substantial  results.  On  17  April  194^,  H.  Freeman  Matthews, 
Dlroctcr  of  the  State  Oapartinsnt's  Office  of  European  Affairs,  reported  the 
course  of  these  negotiations  to  Assistant  Secretary  of  War  Petersen  as 
follows  I 


"On  Febniary  1,  1946  the  Secretary  of  State  sent  a  psrsonal 
message  to  l!r.  Bidault,  the  French  Hlnister  of  Foreign  Affairs, 
asking  that  the  French  Government  reconsider  its  attitude  on  this 
question.  Kr.  Bidault  replied  on  liaroh  2,  reiterating  the  French 
arguments  but  indicating  his  willingness  to  examine  the  establish* 
ment  of  German  technloal  administrations  under  the  Control  Council. 

This  exchange  of  messages  was  made  public  on  Msrch  8  and  is  no 
doubt  available  to  the  Vtor  Department. 

On  March  12,  1946/  the  French  Ambassador  informed  the  Depart* 
ment  that,  as  a  result  of  the  Byme8*Bldault  exchange  of  mssages, 
the  two  Governmnts  seemed  to  be  oomlng  close  together  on  the  ques¬ 
tion  of  German  agenoies.  Subsequently  the  French  Embassy  suggested 
that  the  French  Govaroaent  was  approaching  our  view  of  this  matter 
but  would  like  to  refer  to  the  central  agencies  as  "services  om^ 
nuns",  ^he  Ospartroant  indicated  that  it  saw  no  objection  to  this 
title,  provided  that  the  eubetanoe  of  the  Potsdam  deolsion  was 
retained. 

'Iha  Frenoh  Goverzuaent  has  recently  requested  that  the  >Anarioan 
OovemrAent  review  the  question  of  the  Frenoh  Zone  In  Gerosny  and 
make  certain  adJueUients  that  the  Frenoh  desire,  psurtloularly  in 
tlie  province  of  Baden,  It  is  anticipated  that  tha  Department  of 
state,  in  concurrence  with  the  War  and  Navy  Departments,  will  shortly 
reply  in  tha  negative  to  this  request  but  will  indicate  its  willing¬ 
ness  to  take  the  matter  up  again  once  central  agencies  have  been 
established  and  are  operating  In  Germany. 

!/  Gable,  CC  5797  from  OMS'-B  to  War  Department,  quoted  with  sli^t  deletions  in 
Qeoision  73-78, 


Vll  -  51 

SECRET 


SECRET 

It  should  also  be  stated  that  in  connection  with  the  French 
desire  to  obtain  pomanont  occupation  of  the  Saar,  this  Gorvem- 
nant  bad  ladioated  its  wiUlngaass  to  support  the  French  desire 
in  this  regard,  provided  it  viUl  agree  to  iiie  early  establish¬ 
ment  of  central  German  agencies*" 

latthews  added  that  further  pressure  would  be  brou^t  to  bear  on  the  French 
in  the  course  of  economic  and  financial  negotiations.  US  economic  assistance, 
for  instance,  aa  wall  as  the  amount  of  coal  vdiioh  France  could  expect  from  Ger¬ 
many,  were  intimately  linked  with  the  problem  of  central  German  agencies.  To 
the  French  suggestion  of  a  four-power  oonferance  on  central  German  agencies  and 
the  Rhinelsind-huhr  question,  the  Secretary  of  State  had  replied  that  ha  was  will¬ 
ing  to  diacuaa  German  problems  in  the  forthcoming  meeting  of  the  Council  of 
Foreign  Ministers  after  disposition  of  the  draft  treaties  2^th  the  satellite 

ootuitrie£7‘ 

Major  Gen  Oliver  P.  ilohols,  the  new  Director  of  the  Civil  Affairs  Divi. 

slon  following  Gen  HlUdrlng's  transfer  to  the  State  Department,  cabled  Matthews’ 

jiBosage  in  its  entirety  to  Gen  Clay.  He  added  the  sviggastion  "that  if  possible 

you  go  to  Paris  and  discuss  with  Seo  Dyrnes  and  Mr.  !«iatthews  the  progressive 

deterioration  of  quadripartite  relations  in  Berlin  and  urge  upon  them  the 

2/ 

necessity  for  an  immediate  solution  of  this  problem. 

Gen  Clay  prooeded  to  Baris,  aoooapanlad  by  Ambassador  ilurphy.  Secretary 
Byrnes  explalhed  to  Gen  Clay  that  he  bad  introduced  in  the  CFM  a  proposal  for 
four-power  cooperation  to  keep  Qemany  desdlltarleed  for  25  years,  but  had 
obtained  no  support  from  Molotov  for  this  project.  Gen.  Clsy  describes  the 
discussion  of  the  conference  on  Gemaziy  as  follows: 

1/  Letter  from  H.  freeman  Matthews,  Director  Office  of  Suropean  Affairs  to  AssU 
Seo  of  War  Petersen,  17  April  1946,  WDSCA  Decimal  File  014  Genrany,  RG-122,  DFvjD 
SJ»RET 

2/  Cable,  UD  to  OtCUS,  for  Clay  personal  from  iikshols,  WAR  85764  oo  24  April  46, 
CAD  Numerical  File,  Ra-I22,  CRB.  S^RET 
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"I  attanded  tho  I-ky  15  maotlng  In  Luxendjourg  Palaoa  and  sat  with 
tha  American  delegation  a  "<  the  oonfaranca  table.  On  that  day  Foreign 
Minister  Georges  Bldault  nnde  it  clear  that  the  French  Gorsmasnt 
required  consideration  and  solution  of  the  problems  of  the  Ruhr,  the 
Bhinaland,  and  tha  Saar  in  tha  Interest  of  eecwlty  before  it  would 
consent  to  the  astablisipent  of  central  agencies  in  Germany*  He  stated 
that  tha  Riiu:  shotild  be  under  international  polltloal  and  economlo 
control,  the  left  bank  of  the  Rhine  should  be  garrisoned  permanently 
by  Allied  troops,  German  territory  west  of  tha  Rhine  should  be  made 
into  a  separate  province,  and  the  Saar  territory  should  be  Integrated 
economically  but  not  politically  with  France. 

"Bavin  expressed  willingness  to  consider  the  French  proposals, 
although  he  was  not  favorable  to  the  political  severance  of  the  Rvto 
from  Germany.  I-folotov  was  noncommittal.  Byrnes  then  proposed  the 
immediate  appointment  of  special  deputies  to  consider  questions  of 
urgency  before  the  June  15  meeting  of  the  Council.  Molotov  evaded  the 
issue  and  charged  the  British  with  secrecy  in  their  Ruhr  operations. 
Byrnes  suggested  that  five  questions  be  placed  before  the  deputies t 

1.  V/hat  is  to  bo  dona  with  the  Ruhr  and  the  Rhineland? 

2.  Are  the  resources  left  to  Gemany  to  be  mads  available 
for  Germany  as  a  \diola,  and  for  exports  to  pay  for 
essential  inserts? 

3.  Can  agreed  procedures  be  reached  to  effect  eoonomlo 
unit  in  tha  next  ninety  daya? 

4.  Can  zonal  boundaries  be  accepted  only  as  delineating 
oooupatlon  areas? 

5.  Can  tentative  agreements  ba  rsaohad  on  the  waatsm 
boundary? 

"After  much  fruitless  discussion  in  two  separate  sessions  it  was 
evident  that  Molotov  was  not  prepared  to  appoint  special  deputies  to 
consider  these  questions  or  any  questions  concernlhg  Germany.  Ihe  Coun¬ 
cil  adjourned  on  t>feiy  16  end  the  German  problem  was  carried  over  to  the 
June  meeting. 

"Idilla  nothing  epeoifie  had  developed,  the  dlsousslons  on  Germany 
had  proved  valuable  in  indicating  >hy  agreement  in  Berlin  to  carry  out 
the  Potsdam  Protocol  had  been  so  difficult.  %  attendance  at  the  con¬ 
ference  had  given  me  the  opportunity  to  explain  to  Byrnes  the  eoonomlo 
oonsequencas  ;hlch  were  already  resulting  from  the  severance  of  Germany 
into  four  Independently  operated  areas,  and  to  discuss  these  oonsequ- 
enoes  with  Cotinally  and  Vandenberg.  "1/ 


l/  Dacian  125-26 
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Intensified  Piannintr  WaahlQgton  and  tha  meater 

Between  the  first  and  second  parts  of  the  Second  Session  of  the  CFM,  both 
Washington  and  the  theater  reviewed  Intansiveljr  all  phases  of  occupation  policy. 

The  War  Dapartzoent  prepared  for  poasiU.e  Introduction  In  SWHCC  a  series  of  short- 
range  and  long>-ranga  policy  studies  on  matters  such  as  reparations^  political 
structure,  treatment  of  Germany  as  on  economic  unit  and  disposition  of  the  Ruhr 
and  the  Rhineland.  OMQUS  was  requested  to  contribute  its  views  on  these  and 
other  subjects  for  Inoorparation  in  the  War  Department  papers.^ 

General  Clay's  views  were  embodied  in  his  cable  CC-5797  of  26  Mhy  1946, 
cited  above,  \diich  is  reprinted  almost  in  its  entirety  cm  page  73-78  of  his 
Decision  in  Germany.  Ihis  cable  was  supplemented  ty  special  reports  on  "Cen¬ 
tral  German  Agencies"  and  "Osntral  German  Government"  vihloh  Gen  Clay  sent  by  air 
courier  to  Washington. 

On  U  June  Clay,  at  the  suggestion  of  his  governmental  advisars,  sent  a  cabl's 
suggesting  the  need  for  "the  closest  possible  liaison  and  coordination  between  Waf;h  > 
ington  and  Berlin"  on  planning  related  to  German  governmental  structure.  At  tbx? 
same  time  he  requested  information  on  the  organiaatio'n  for  such  planning  in  Vr 
ingon  and  studies  and  programs  that  might  bo  under  way.  In  Berlin,  Gen  Claj 
explained,  r^^nr>^ng  vaa  oondvioted  and  coordinated  by  the  Interdlvlsional  Coimir'.li;  : 
on  German  Govenuoental  Structure  under  the  chairmanship  of  the  OMGUS  Civil  Adriv’  / 
stration  Division  with  representatives  of  the  Politioal  Affaire,  Legal,  Public 
Finance  and  Economics  Divisions  and  the  Regional  Government  Coordinating  Off.iof'  . 

Tills  Coiiimittee  was  also  analysing  the  draft  land  constitutions,  studying  pioble; ■  ’ 

"y  Cable,  AGWAR  signed  WARCOS  to  USPET  (Main),  action  transferred  to  OMGUS,  VJX 
88917  of  23  May  1946.  0®US  TS  Control  337  Council  Foreign  Ministers,  KGRC.  GUCH^f 
(downgraded  from  TS). 
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of  a  future  Gamas  fedaral  gorvemnant  and  working  on  Genasn  gcnremniental  atruo- 

i/ 

tura  for  Tarioua  poaaible  sonal  oonaolidations. 

Asslatast  Saoratary  of  Stats  HiUdrisg  comnantad  to  Qen  SoholBi  "The  Oapart> 

aaat  of  State ,  I  need  hardly  tall  you,  la  In  entire  aggreanant  with  Qan  Clay  and 

aaaa  great  advantage  in  exchanging  views  at  the  working  laval*  *  Gan  HlUdrlng 

2/ 

anolosad  two  State  Departoant  research  papers  and  proalsad  to  sand  JMra*  Ihfor- 
tunataly  the  coordination  batuean  the  State  Department  and  0MQU3  was  allowed  to 
lapse  aLnost  inmedlataly,  and  tho  Wo  agencies  returned  to  their  separata  ways. 

The  Viar  Dapartmant'a  raocamandatlon  on  the  Rito-jihlneland  problem  ias  made 
in  a  latter  from  Secretary  Patterson  to  the  Secretary  of  State  on  11  June  1946. 

Because  of  the  military  potential  of  the  Kuhr-Rhineland  Industrial  concentration, 
Patteraon  indicated,  the  area  "Should  not  be  left  under  unrestrioted  control  of 
Germany,  Ruesia  or  Franoo  (or  of  all  threa)  for  a  oonsiderahla  nunbar  of  years. " 

To  aohleve  the  political  and  eoononio  atability  in  Surope  required  for  the 
security  of  the  tlhltad  States,  ths  Ruhr-Rhinelond  area  would  have  to  remain  in 
Germany  and  play  its  part  in  the  production  and  exchange  of  wealth.  Ihe  problem 
was  to  demilitarise  the  area  ^ils  restoring  its  function  In  the  peaceful  eoonony 
of  Genoany  and  of  Suropa.  Seoretary  Pattereon  suggested  control  arrangjsaenlhb 
that  later'  could  be  transferred  from  the  occupying  powers  to  an  appropriate  United 
Nations  agency  and  that  would  also  permit,  on  evidence  of  Germany's  future  peaceful 
intentions,  a  larger  degree  of  German  control. 

Economic  progress  in  Germany,  Seoretary  Patterson  concluded,  depended  on  solv¬ 
ing  the  questions  of  een'tral  German  agenoles  and  of  the  Rtdir  ani'l  Rhineland.  Uhlsss 

l/  Cable,  ONGUS  to  VD,  CC  6734  of  11  June  1946,  repeated  in  WAR  91460  of  13  June  46, 
CAO  Numerlool  File,  RG-122,  IBB.  SECRET  . 

g/  Letter  from  Asst  Seo  of  State  HiUdring  to  Maj  Gsn  Oliver  P.  Echols,  Olreotor  CAD, 
13  June  1946,.  VDSCA  Dsoimal  File  014  Germsny.  ORB 
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fouivpomr  agre«nent  on  thes«  could  soon  b«  rMohody  greater  Integration  between 
the  United  States  and  British  Zones  should  be  explored.  The  Saar>  howerer)  did 
not  seam  to  offer  the  same  8ecurlt2r  piroblem  as  did  tli«  Ruhr^Bhineiandi  "aiqr  set¬ 
tlement  of  the  Saar  problem  idilch  you  eoiBlder  impropriate  would  be  acceptable  to 
the  War  Departaient.”  i/ 

The  Ruhr-Rhlneland  policy  subsequently-  adopted  by  the  Departmmt  of  State  and 
ultimately  put  Into  affect  with  the  creation  of  the  Intemetionel  Authority  for 
the  Ruhr  in  l^hS  followed  closely  the  recoomendations  of  Oen  Clay  and  Secretary 
Patterson.  It  was  decided  to  sacrifice  the  Saar  to  France  with  the  hope  that  the 
Frenchj  In  retunij  would  agree  to  establishment  of  Osman  central  agencies.  On 
13  June  19U6  Gen  Clay  was  notllled  that  the  Secretary  of  State  had  accepted  as 
the  official  view  of  the  United  States  C^sr.  ment^  for  presentation  to  the  Council 
of  Foreign  Ministers*  a  large  part  of  his  rseannendations  sa  contained  in  CC5797.  ^ 
And  on  29  June  19U6  the  War  Department  cabled  governmental  ^jproval*  In  general 
terms*  of  the  plan  for  central  German  agencies  that  had  been  submitted  by  OMGUS.  y 


The  Offer  to  Merge  Zones  Sconomically  le  Made  and  Accepted  by  the  British 

On  11  July  1946  at  the  reconvened  Second  Session ’of  the  Council  of  Foreign 
Ministers*  Secretary  Byrnes  made  an  extensive  statement  on  US  occupation  policy* 
with  particular  enphaels  on  the  problem  of  econondo  unity.  The  United  States  hopud 
that  central  administrative  agencies  could  be  established  for  all  zones.  But  if 


E  Let  ter  from  Sec  of  Var  Robert  Htterson  to  the  Sec  of  Statq  (prepared  by 
an  Rusk),  H  June  1946*  OPD  Decimal  File  091  Germany*  RO-115,  DRB.  CONFIDENTIAL 
2/  Cable  from  WDSG4  to  0M3US  personal  for  Clay  and  MeNamey*  WARX  91139  of  13  June 
1946*  CAD  Numerioal  File*  RO-122*  DRB.  SECRET  This  cable  requests  Gen  Clay  not  to 
discuss  CC  5797  In  a  Press  Conference*  since  the  Sec  of  State  feared  that  such  pre¬ 
vious  discussion  might  reduce  the  force  of  hie  reconmendatlone  idien  presented  In 
the  CFM.  This  cable  also  Informs  Gen  Cliy  that  Sec  Byrnes  will  probably  ask  him 
to  come  to  Paris  during  the  German  discussions  in  the  CIM. 

3/  Cable*  WBSCA  to  CHOUS,  WARX  93082  of  29  June  1946,  CAD  Numerical  File,  RG-122 
DRB.  SECRET  This  cable  notes  t^t  comments  may  be  forthcoming  on  intergovern¬ 
mental  relationships  and  that  a  study  is  being  prepared  in  Washington  on  possible 
constitutional  provisions  for  a  federal  German  govscmment* 
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tbia  ahould  prova  isqposaihla,  than  the  Unitad  Stataa  uaa  praparad  to  adainlatar 
ita  lone  in  oanjiatotioo  with  aiQr  ona  or  uora  of  tha  othar  aooaa  aa  an  acoiMiio 
unit,  injr  arrangananta  for  thla  purpoaa  aada  vith  ona  goramaant  would  bo  opan 
on  aqual  taraa  to  tiia  goramnanta  of  tba  othar  aonaa  at  aqjr  tina  thay  alf^t  ba 
praparad  to  partieipata4  Tha  ftritlah  Indloatad  tbay  would  eontidar  tba  propoaal, 
wllh  \dileh  tha/  hopad  to  agraa*  Nalthar  tha  Sorlata  nor  tha  Araneh  a^praaaad  angr 
view.^ 

Ota  18  Juljr  1946  cablad  Inatruotlona  wara  sent  to  Gan  Clay  to  introduoa  tha 
proposal  for  acononlo  unifloatlon  of  two  or  more  zones  In  tha  Control  Council* 

These  Inatruotlona  provided  that  eooeomie  unlfioatioo  would  be  acoompanlad  by 
eatabliahownt,  for  tha  aonaa  ooeoemad,  of  adninistaratlva  ageneiaa  aa  provided 
for  tha  Potadan  Protooul*  If  tha  offer  should  not  ba  aooeptad  by  all  rapraaanta- 
tives,  tha  Military  Governor  waa  authorised  and  raqueatad  to  ecnaanoa  negotlatiooa 
at  onoa  with  tha  ooeupation  authoritlaa  of  ona  or  nors  othar  aonaa*  So  far  aa  tha 
Preneh  aona  waa  oonoernad*  tha  Saar  Tarrltory  oould  ba  axoludad  trm  tha  unifica¬ 
tion.  Finally,  the  OMGUS  plan  for  eantral  Gaman  aganelaa,  which  had  bean  approved 
'In  Washington,  could  ba  uaad  for  agenolea  satabllahad  on  a  blaonal  or  triaooal 
baala.^ 

Gan  MoMeurnay,  tha  tbltad  States  Military  Governor,  axtandad  tba  Invitation  aa 
dlraotad  at  tha  Control  Coxmcil'a  Beating  of  20  July  1946*  At  tha  following  Beat¬ 
ing  on  30  July,  Gen  Robertson  aooaptad  the  Invitation  on  behalf  of  tha  British. 

Thera  followed  rapidly  tha  aatablishnant  of  bipartite  and  bizonal  aganolea  aa 
described  in  tba  following  ohapter. 

V  Excerpts  fron  radio  report  by  Sec  Byrnes,  15  July  1946,  Dept  of  Stats  Bulletin 
of  28  July  1946,  reprinted  in  Oooucatiwi  223-24|  Cable,  trcm  VIDCSA  to  0MBTJ3  personal  j 
for  Mnllamsy  and  Clay,  WARX  94860  of  18  July  1946,  CAB  Munsrloal  Fils,  RG>122,  BBB.  | 
C:3CR8T.  A  paraphrase  of  this  oabla  has  bean  published  in  Dseision  165-68. 

2/  Cable  WARX  94860,  as  olted  in  prsosding  note 
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?L««J 


tepartoant  of  Stato  that  tha  Franoh, 


baTiog  raoalTad  tbair  quid  oro  quo,  would  now  participate  in  intareona^  unification 
of  Gemanjr.  Seoretar7  Etjrmee,  in  hia  radio  report  of  15  Jul7  1946,  saidt 

"Hie  French  Goremnant,  which  bad  prerloualy  opposed  the  establlah- 
laent  of  central  adninlstrative  agencies,  indicated  their  willingness  to 
accept  our  proposal  when  we  suggested  that  the  Saar  be  excluded  froB  tha 
^urisdlcULoo  of  these  agenolea.  Hio  British  agreed." 

Actually,  Foraign  Minister  Bldault  had  proposed  the  establishinent  of  central  Allied 

agencies,  a  plan  that  the  French  dele^tlon  in  tha  Control  Council  had  introduced 

before  and  that  Gen  Clay  had  rejected  as  ■%.  precedent  for  . . .  quadripartite  govern- 

1/ 

nent  so  that  lonal  boundaries  would  crystallize  into  national  boundaries.""^ 

Informal  talks  in  Berlin  indicated  no  change  in  French  polioy.  At  the  Control 

Council  meeting  of  10  August,  tha  French  delegate  presented  a  detailed  proposal  for 

Allied  agencies  with  vaguely  defined  powers.  This  proposal  was  rejected  flatly 

2/ 

the  other  three  ooctqiying  powers*^  Li  tha  maantina,  the  French  shifted  the  focus 
of  their  argwisnt  from  the  eoonomlo  etatua  of  the  Saar,  >diloh  had  been  conceded,  to 
the  alleged  unreliability  of  the  Gertoana  in  general.  As  the  French  deputy  explained 
at  the  Control  Council  meeting  of  29  Augvist  1946: 

"...  the  EVench  Delegation  considered  that  the  tine  was  not 
yet  ripe  for  giving  the  Qemane  the  entire  responsibility  for  the 
functioning  of  tha  central  administrative  agencies  to  be  organized 
for  the  iB^onantation  of  the  principle  of  eoonosdo  unity.  The 
Allies  had  their  own  polioy,  and  the  Germans  would  undoubtedly  try 
to  employ  a  different  one  ...  The  experience  of  the  German  occupa¬ 
tion  in  France  had  permitted  them  to  draw  the  oonol\iBlon  that  it 
was  possible  to  deceive  the  most  vigilant  supervision  by  giving 
inaoourate  bases  for  judgment  to  those  were  carrying  out  the 
supervision.  "2/ 

y  Cable,  0M3US  from  Clay  signed  ^icKnmey  to  AGWAB  for  WABCAD,  GO  2626  of  5  April 
1946,  CAD  Nuroerloal  File,  RG-122,  CRB.  SSCHST 

2/  Cable,  from  omCS  signed  Clay  to  VID  for  VIARCAD  personal  for  iSchols,  CC  9232  of 
13  July  1946,  CAD  M\iiii9rieal  File,  RQ-122,  DRB.  SliCRlSTj  Control  Council  papers: 
C0NL/M(46)21,  Appendices  "A"  and  "B"}  C0NI/P(46)59,  Appendices  "A"  and  "B". 

2/  Control  Council  Raper  CC»'II/P(46)59,  Appendix  "B". 
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R«latlaiia  vlth  tbs  Rrmob  vw  further  ruffled  tgr  IB  rejeetion  of  a  Trendh 
request  that  Surlaruhe  be  tiaaaferred  from  the  DS  to  the  I^iieh  Zone.  Ihla  pro¬ 
posal  uae  to  reappear  In  tarloou  f  oms  throughout  the  oeeupatioa.  It  use  alvays 
rajeotad  flatly  by  TB  military  authorities,  and  Washington  followed  their 
Judgeent.^ 

RBSIllEMBNT  (F  UNITED  STATES  OCCDPATION  POLICI 

Althou^  diariac  ^  of  1945  ooneideratlon  had  been  given  to  revising 

JGS  1067/6,  nothing  had  oone  of  this  projeot.  In  January  1946,  OMQUS  had  agreed 

2i 

speolfleally  to  a  polloy  of  peaoemeal  and  Infoonaal  amendment.  The  shifts  in 
the  general  political  altuatlon,  however,  made  a  formal  restatement  of  United 
States  policy  inoreaslngly  nsoessaxy. 

PollQV  Making  in  the  Detiart|aent  of  State 

Upon  establiahment  of  firm  Allied  control  over  Germany,  the  detarolnation  of 
oooupation  polioy  beoaae  a  province  of  the  Oepartaent  of  State  except  for  speolfl- 
oally  military  questions,  in  which  the  War  Dspartaent  retained  a  velee.  To 
strengthen  ths  effeotlvsness  of  polioy  fomatioa  and  transmission  in  the-  State 
Oepartnent,  there  was  established,  as  of  6  April  1946,  on  Assistant  Seoretary  of 
State  for  Oeevgied  Areas.  To  this  position  was  appointed  Gen  John  B.  HiUdring, 

y  Cables,  9a72  of  11  July  1946  fTon  WiRCOS  to  COKiSNDSrET  Ihfcr  GMGUS} 
S-7639  of  19  July  1946  from  00  USFET  signed  MoBsmsy  to  UD  for  UiHCQSt  CAD  Nuser- 
ioal  File,  R&-122,  ERB.  SBCSET 

2/  Cable,  CMOS  to  ND,  CC  21169  of  4  Jan  1946,  CAD  Hwerloal  File,  RGJJ22,  ERB. 
SiSCRBT 


VII-  59 

SECRET 


until  then  the  Oireotor  of  the  Civil  Affairs  Oivision  of  the  War  Departaent.  Gen 


HiUdrlag  trou^t  with  him  a  ntaaber  of  assistants  from  the  CAD* 

According  to  the  official  description  of  Gen  HlUdrlng's  functions  in  the 
Dspartmnt  of  State,  he  was  "in  no  sense  responsible  for  the  making  of  policy. 

It  is  his  business  to  coordinate  all  State  Department  policy  in  regard  to  oeo\^- 
tion  matter*  ”  Policy  emanated  frcn  the  various  geographic  and  functional  desks, 

I  being  coordinated  by  two  seoretariats  responsible  to  Assistant  Secretary  PiUdring* 
These  were  the  Gemany«^ustria  Secretariat  and  the  Japan-Korea  Secretariat.^ 
Nevertheless,  as  Gen  hiianTf  admitted,  he  was  more  than  a  mere 

coordinator*  Both  Sec  Byrnes  his  Bueoessor  Gen  George  C.  Marshall  hsld  HUl- 
I  drlng  ultimately  responsible  for  occupation  policy  finally  adopted*  Gen  HiUdring 

j:  sometimes  disagreed  with  the  polloias  suggested  by  the  geographical  or  functional 

'  S/ 

I  desks,  in  which  oase  the  matter  was  negotiated  until  an  agreement  was  reached* 

I  As  Assistant  Sacretary  of  State,  Gen  HiUdring  had  also  assuned  the  chairmanship  of 

1 

the  State-War-Navy  Coordinating  Coanittee. 

■  As  of  June  194S,  the  SWNCC  j  cn  "political  problems,"  irtiich  the  VJar 

Department  had  introduced  on  10  April,  was  still  pending*  The  State  Department, 
however,  obviously  had  its  hands  full  with  current  diplomatic  negotiations  affec¬ 
ting  Germany,  word  was  passed  round  In  the  Uer  Department  not  to  press  to 

j  2/ 

ur[:;ently  for  pdioy  decisions. 


"y  American  Policy  in  Oooiqpied  Areas,  ^hshington,  Dspertment  of  State,  1947,  p.  5 
y  Letter,  from  Gen  John  H,  HiUdring  to  Mr*  Dale  Noble  of  the  BrooklngB  Institutior, 
29  Nov  1950,  0CI«  "Weihberg  Files"* 

2/  Msmoruidun  from  Special  Asstist  to  the  Sec  of  V.'ar  Dean  Busk  to  Assist  Sec  Petorean 
13  June  I94S  and  from  Dean  Rusk  to  MaJ  Gen  0*  F*  <^hol8.  Director,  CAD,  14  June  194^'', 
WDSCA  Deoisml  FUe  014  Germany,  RG.122,  DBB.  SlSCRST 
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PoUoy  ControwrCT  Batwn  Uaahlagtop  and  BM»lln 

WUl*  Seoratary  of  Stato  lljmes  was  In  Paria  In  Juljr  194^)  Gan  Claj  urged 
him  to  aaka  an  early  public  ata tenant  of  Ifaitad  States  polley  that  would  oountar- 
aot  Comtunist  propaganda.  It  was  agreed  that  Seorataxy  djrmas  would  na3ca  hla 
apeaoh  on  6  Saptambar  In  the  Garoaa  olty  of  Stuttgart  to  a  adxad  Geroan  and 
Aaarioaa  audlanoa* 

After  Saeretary  E|jrrnas  had  ratumad  to  Washington,  Gen  Clay  sent  to  the  Civil 
Affairs  Slvlsioa  hie  own  aumaxy  of  United  States  policy  and  objectives  In  Germany. 
Hla  covering  letter  explained  that  JCS  IO67/6  and  Potsdaa  ware  too  buUy  and  legal> 
latlo  and  had  bean  nodlflad  by  interpretatlcD,  and  that  a  aunonBrlsad  policy  state¬ 
ment  was  needed  for  military  government  personnel  and  the  public.  Oociqpled  Germany 
was  busily  discussing  the  Molotov  statement  delivered  at  the  CFM,  while  US  Military 
Government  people  bad  no  ready-tq>-to-data  aiximary  of  policy  or  objectives  to  use  In 
discussions  with  Germans.  Gen  ^ola  was  raqueated  to  clear  the  statamsnt  with  the 
Department  of  Stats  and  eahla  back  any  changes  required  by  Vhshington. 

Gen  Clay 'a  Bissmary  was  forwarded  on  26  July  to  Gen  Hilldring,  who  replied  ou 
1  August  that,  ^Ua  ha  had  read  the  statement  with  "the  greatest  Interest  and 
admiration,"  tha  Dspartaaat  of  Stats  was  working  on  the  asms  problem.  A  oouprehan- 

alTS  survey  of  pdlioy  was  being  prepared  for  use  In  the  projsotsd  dlsousslcn  of  the 

1/ 

Council  of  Foreign  Ministers  (to  nest  In  New  Terk  In  Novsmbsr  1946).  General 

^  Gorrespondsnos  Fils  on  Ihlted  States  policy  In  Genaany  oontainlng  latter  from 
Gen  Clay  to  Gen  ^hols,  snoloslng  Bupgmary,  19  July  1946}  letter  from  Gsn  Sobulgsa, 
Acting  Chief,  CAD  to  Qsn  Hilldring,  26  July- 1946}  MNsorsndtis  from  Gen  Sohulgen  to 
Assist  See  of  War,  26  July  1946,  letter  fron  Gen  Hilldring  to  Gen  Sohole,  1  August 
1946}  latter  from  Assist  See  of  WSr  Petersen  to  Gen  Clay,  5  Aug  1946}  WD6CA  Dsoimsl 
FUe  014  Germany,  RG-122,  CRB. 
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HlUdring's  Mawg*  foruurdad  to  Gen  Clagr  tj  oabl*  on  5  lugnst  with  a  redoa^ 
nondation  that  he  should  delay  laaulag  hla  ataaiary  until  the  State  Oepartaant's 
Tiawa  had  been  nade  known  to  hla.  Cn  the  aaae  day,  Aaaiatant  Seoretary  of  \hr 
Peteraen  wrota  to  Clay  ooofdinantljig  hln  on  the  statenent  but  Indicating  that, 
beoauM  of  Its  broad  InpUoatloos,  such  a  statenent  ahould  conn  fren  the  Seore¬ 
tary  hf  State*  Gen  Clay's  paper  would  be  of  great  yalue  in  preparing  the  poli^ 
statenent,  which,  it  was  hoped,  would  not  be  too  long  delayed.^ 

Gen  Clay's  reply  to  the  oable  of  5  August  west 


"...  Sinoe  we  are  and  hay«  bean  operating  under  ny  sumaary  of 
policy  we  Bust  indeed  be  drifting  if  it  does  not  in  faot  sunnarlse 
our  policy.  It  oontalns  nothing  except  perhaps  our  stand  on  Ruhr 
and  Rhineland  %diloh  has  not  been  published  before.  X  did  not  send 
it  baok  to  obtain  a  revised  pdlioy  but  as  the  statensnt  of  policy 
under  iMoh  we  are  operatixig  now.  We  are  really  in  a  ness  if  we 
are  unable  without  days  of  delay  to  give  a  susaarised  statenent  of 
polloy  to  our  own  people  or  if  we  are  operating  cbTarlanee  with 
Chited  States  policy.  Italess  instructed  otherwise  1  propose  to 
issue  to  HU  Qort  personnel  in  one  week  as  they  have  been  prooiised 
such  a  sunaary  otherwise  I  can  only  tell  that  we  don't  know  vAat 
our  policy  Is*^ 


In  the  neantiae,  the  Dspertiasnt  of  State  had  sstablished  a  teaqporary  occupa¬ 
tion  polloy  oomnittee  under  the  direction  of  Gan  HUldring  consisting  of  Kiddle- 
berger  as  ohalroan,  axid  >h8on,  Galbraith  and  leveriok.  Ihe  oonmlttee  members  uero 
relieved  of  all  other  dutlae  pending  completion  of  their  report,  >diioh  was  due  on 
15  September  1946.  It  was  proposed  that  the  committee  would  work  in  Washington 
untU  16  August  and  then  proceed  to  Berlin  for  two  weeks  of  dlsousslon  of  the 


^  Cable,  WDSCA  to  QAiUS,  Clay  personal  from  Schulgen,  WAR  96554  of  5  Aug  1946,  CAD 
Nvnerioal  Fils,  RC-122,  IKB,  SSCRETi  Letter,  from  Aeslet.  Sect  of  War  Howard  C. 
Peterson  to  Lt.  Gen  Lucius  D.  Clay,  5  Aug  1946,  CAO  Dseinal  File  014  Germany,  UG-12 
r:  I»B. 

g/  Cable,  OMIUS  to  War  Departsent,  CC  1378  of  7  Aug  1946,  CAD  Numerical  File, 
RG-122,  DRB.  CONFIDENTIAL 
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proposed  oonporehonsivs  polley  stateioent  tAilch  the  ooinolttee  was  expected  to  vrltet 
Ihle  news  vas  cabled  by  the  State  Dapartmant  on  7  Augvist  1946»  together  with  an 
outUna  of  the  propoaed  pdloy  atateoent.  Althou^  Gen  Clay  paraaunably  received 
this  cable  trcu  ADbaasador  Murphy,  be  did  not  receive  the  aaiaa  neaaage  throu^di  Utr 
Department  ohancela  until  12  August  1946«^ 

Aa  baa  been  mentioned  before,  Gen  Clay  had  definite  feelings  about  what 
appeared  to  be  inetzmctioDa  ^on  sent  through  State  Departioent  channels  and  pre¬ 
sented  to  bin  by  his  political  adviaor.  Bren  before  the  Uar  Department  nsasage 
oonfixiiiing  the  proposed  visit  of  the  coonittee  bad  reached  him,  he  received  ancthar 
cable  from  the  Uar  Department  stating  that  althoucd^  both  the  State  and  Uhr  Deport- 
menta  appreoiatad  his  need  for  a  clear,  suamarlMd  American  statement  and  conajld- 
ered  his  ausnary  effective  and  accurate,  there  were,  nevertheless  "certain  parte 
idiloh  are  difficult  for  thia  goremmant  to  approve  at  thia  time."  Tnesa  involved 
subjaota  on  uhich  definite  DS  pdi^  had  not  yet  been  determined  such  as  astabllah- 
ment  of  German  provlalonal  government  and  eventual  admlaaioo  of  Gemany  to  the 
United  Ratlona,  aa  well  a  a  ctataaenta  on  which  present  policy  was  being  owaiderad 
for  poaaibla  revlslao.  Li  the  latter  category  were  questions  of  German  frontlara 
and  possibla  eoanomio  intematlonaliiatian  of  the  Rhlneland^uhr  region.  "In  thsae 
oiroumatanoes"  oontinuad  the  cable,  "we  are  fearful  that  issuance  now  of  your  sua- 
nary  statement  might  eonmlt  this  government  is  a  manner  mogre  binding  than  is  desir¬ 
able..."  It  was  not  intended  to  imply  that  Military  Government  had  been  operating 
at  varianoe  with  OS  policy,  but  the  statement  would  give  puhliolty  to  certain  ele¬ 
ments  of  that  pdloy  not  finally  dsterminsdoor  currently  under  review.  At  the  sobs 

1/  State  Dept  Cable  ftron  Acting  See  to  USFOIAD  Berlin,  7  Aug  1946j  Cable,  UD  to 
aCUS,  97164  of  12  Aug  1946,  UDSCA  Deoimal  File  014  CSsnwny  .,  SQ.122,  CRB.  CONFIDBirriAL 
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time,  deletions  might  imply  changes  that  were  not  in  fact  intended.  The  cable  con¬ 
cluded*  "Therefore,  you  are  requested  to  defer  the  issuance  of  policy  statement 
\intil  firm  US  policy  is  determined.i^ 

To  this,  Gen  Clay  replied  that  OJCUS  would  be  very  glad  to  present  a  written 
recommendation  on  policy,  but  that  it  ^  not  prepared  to  discuss  recommendations 
on  policy  peacemeal  with  the  committee.  Such  discussions,  he  believed,  could  only 
lead  to  misunderstanding  and  to  misinterpretation  of  theater  views*  If  theater 
reconnendations  were  desired,  a  summarized  statement  would  be  sent  to  Washington 
before  the  visit  of  the  coimittee.  If,  on  the  other  hand,  a  recommended  policy 
was  not  desired  from  Military  Government,  then  the  visit  of  the  committee  also 
appeared  unnecessary.  This  message  was  shown  to  Gen  Hllldring,  who  suggested 
that  if  Gen  Clay  preferred  he  could  prepare  his  own  draft  for  the  discussion, 
which  might  take  place  in  Washington  rather  than  Berlin.  The  War  Department 
added  that  it  would  welcome  a  comprehensive  statement  from  Gen  Clay  in  any  case,^ 

There  was  a  further  exchange  of  lettems  and  telegrams,  in  the  course  of  which 
Gen  Clay  made  it  oloar  that  OMJUS  had  not  undertaken  to  recommend  policy  but  had 
simply  set  down  on  paper  its  understanding  of  existing  policy.  After  a  discussion 
with  Secretary  Byrnes  in  Paris  on  18  Aiigust,  however,  Gen  Clay  agreed  to  receive 
the  State  Department's  policy  committee,  which  arrived  in  Berlin  on  26  August 
19)46.^ 


1/  Cable,  WDSCA  to  OfCUS  personal  for  Clay,  WAR  9716I4  of  12  Aug  19i46,  WDSCA  Deci¬ 
mal  File  Olii  Germany,  RO-122,  DRB,  SBX3IIET 

2/  Cables;  OMQUS  signed  Clay  to  WD  for  WDSCA,  CC  1731  of  13  Aug  19^6;  WDSCA  GO  to 
OKGUS,  Clay  personal  fiom  Sohulgen,  WAR  97I486  of  lii  Aug  I9J46;  WDSCA  GO  to  OI45US,  WAR 
97717  of  16  Aug  I9I46,  CAD  Numei-ical  File,  RG  122,  DRB,  SECRET 
V  Letter,  Gen  Clay  to  Sec  Patterson,  16  Aug  19146;  Cables  5  0!^^GUS  signed  Clay  to 
Vffl  for  WDSCA,  CC  2060  of  19  lug  1946;  OMGUS  signed  Clay  to  WD  for  WDSCA,  CC  2183 
of  20  Aug  19i46;'  lifflSCA  00  to  OMGUS  personal  for  Clay,  WAR  90253  of  22  Aug  I9I46;  CAD 
Decimal  File  OII4  Germany,  HQ-122,  DRB.  SECRET 
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Sacra tary  arrnee*  Stuttaart  Soeach 

Neither  Gen  Clay'e  sussiiary  of  19  July  nor  the  draft  develoxied  by  the  State 
Oapartinent  coDmittee  ever  aaw  the  light  aa  an  official  pblley  statement.  The 
majority  of  the  principles  contained  in  Gen  Clay's  euomaxy,  however,  found  their 
way  vdth  vary  little  change  In  content  and  often  in  Gen  Clay's  own  words  into  the 
speech  that  Secretary  of  State  Syrnes  delivered  at  Stuttgart  on  6  September  1946. 

The  content  of  Secretary  Syrnas  Stuttgart  speech  will  not  be  discussed  in 
detail  here)  the  speech  itself  is  easily  available.^  As  the  present  study  is 
oonoemed  with  sources  of  policy,  however,  a  comparison  will  be  made  between  the 
main  points  in  the  speech  and  the  parallel  provisions  of  Gan  Clay's  sunnary. 

The  first  major  point  made  by  Secretary  Eymas  at  Stuttgart  was  that  the 
United  States  was  fully  oonsiitted  to  executing  the  Potsdam  Agreement  on  dsmlli- 
tariaation  and  reparations.  This,  however,  would  be  possible  only  if  the  rest 
of  the  Potsdam  Agreement  were  likewise  put  into  effect,  namely  the  treatment  of 
Germany  as  an  suoaondo  unit  with  a  talanoed  aeonos^.  The  Secretary  explained  at 
Botne  length  the  need  for  treating  Germany  as  a  unit  and  the  US  principle  that  sooas 
should  exist  for  security  purposes  only  and  not  as  self-oontained  eoooonio  or 
political  units.  Secretary  Cymes'  remarks  on  both  eubjeots  wore  essentially  aa 
ampllfioatlon  of  Gan  Clay's  summary,  Mth  no  change  in  effective  meaning.  The 
Seeretary'e  further  statement  that  "if  complete  unlfloation  cannot  be  secured,  we 
shall  do  everything  in  our  power  to  secure  the  maxi  mum  posaible  unification,  ” 
reflected  a  policy  that  had  been  rsoommended  by  Gen  Clay  but  had  not  been  repeated 
officially  to  Military  Government  when  the  STamaary  was  written. 

^7  The  original  publiMtioa  was  in  the  Department  of  State  Bulletin  of  15  Sept  1946, 
pp,  496-501,  also  Dept  of  State  Publication  2616,  European  Series  13«  Bxtenelve 
excerpts  appear  in  Decade.  522-527,  Excerpts  arranged  by  subject  matter  appear  in 
Occupation  of  Germany-  Policy  and  Progress.  1945-A6.  Washington,  Department  of  State, 
August  1947. 
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The  explanation  given  by  Secretary  Byrnes  on  the  need  for  the  various  Genian 
central  agencies  was  an  expansion  of  Gen  Clay's  statement.  The  pars-grafii  on  finan¬ 
cial  policy  is  practically  as  Gen  Clay  wrote  it.  The  sections  of  Secretary  Byrnes' 
speech  on  the  steps  toward  establishment  of  a  German  central  government  and  the 
nature  of  that  government  follow  closely  Gen  Clay'^s  propcsal.  Ihe  only  significant 
difference  in  this  section  is  that  vdisre  Gen  Clay  listed  seven  "minimum  essentials 
of  democracy, "  the  Secretary  merely  indicated  that  the  Allies  would  'Tay  down  the 
rules  under  vdileh  German  democracy  can  govern  Itself. "  Un  the  subject  of  future 
levels  of  industry,  Seoratazy  Byrnes  was  not  quite  as  specific  as  Gan  Clay  in 
distinguishing  interim  from  long-term  policy. 

The  only  significant  difference  in  content  hetman  the  summary  and  the  speech 
was  on  the  qviestlon  of  German  eastern  boundaries.  VIhlle  Gen  Clay's  draft  vias 
apparently  based  on  the  belief  that  the  United  States  wo\jld  support  a  final  Polish- 
German  border  following  in  general  the  provisional  boundary,  Secretary  Byrnes  made 
it  quite  plain  that  the  Ifelted  States  did  not  consider  Itself  committed  to  this 
frontier,  which  had  bean  established  for  administrative  purposes  only. 

As  Gan  Clay  points  out.  Secretary  Byrnes  visited  hto  in  Berlin,  where  the 
Secretary  and  the  Gen  reviewed  the  speech  prior  to  delivery.^  After  the  speec)! 
Gen  Clay  remarked  to  ono  of  his  advisers j  "A-t  least  wo  have  a  workable  policy 
for  Germany. " 


1/  Decision.  79-81. 
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Chapter  8 

MAJOR  POLICIES  OF  THE  BIZONAL  PERIOD 


THE  STUTTSART  SPEECH  LEADS  TO  RECONSIDERATION  OF  BASIC  POLICY 


The  speech  made  by  Secretary  B3rrnes  at  Stuttgart  on  6  Septeinber 
19U6  was  a  turning  point  in  American  occupation  policy*  It  was  more 
than  an  interpretation  of  JGS  IO67/61  it  was  an  outright  departure 
from  that  document*  This  was  recognized  in  the  Var  Department.  At 
the  next  meeting  of  SVINCC,  Assistant  Secretary  Howard  C,  Petersen 
recommended  immediate  revision  of  JCS  IO67/6  #iich,  he  pointed  out, 
had  been  superseded  by  Potsdam,  the  Stuttgart  speech,  and  various 
amendments  to  JGS  1067/6  Itself.  Although  Gen  HlUdring  questioned 
the  need  for  immediate  revision,  since  forthcoming  discussions  in  the 
Council  of  Foreign  Ministers  might  produce  further  changes  in  any  case, 
Gen  Clay  was  qjioted  as  favoring  amendment,  and  it  was  agreed  that  the 
Assistant  Secretary  of  War  would  ask  for  his  views.  The  following 
cable  was  sent! 


"SWNCe 


SScUteXS  •••qilra.ent.. 


1. 


SWNCe,  11  Sept  U6  by  DanieJ 
Planning  Branch,  raSCA  Deci^  File  33Ji  SWNce 

hi^Viri  M  *  ^-1^°  USFET.  £nfo  OMGUS,  ViARX  80338  of  13  Sept 

hb,  CAD  Numerical  Pile,  RO  122,  DRB.  CONFIDENTIAL  ^ 
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This  uablo  brouj^ht  an  immadinte  and  enthusias^rlc  response  from  0M3US. 


As  Henry  Partanan,  the  Director  of  (MGltS  Civil  Administration  Divislonj 
commantedi  the  Inlative  taken  by  Washington  "opens  up  a  real  opportunity 
for  this  headquarters  to  advance  definite  views  with  respect  to  a  revision 
of  JCS  1067."  Parknan  \irgod  that  the  revision  emphasize  positive  policy, 
using  Byrnes'  Stuttgart  speech  as  far  as  it  wentt  a  draft  of  necessary 
additional  provisions  eovild  be  provided  by  OMOUS.^ 


Oen  Clay's  reply  to  the  War  Department  agreed  that  the  JCS  106? 
series  should  be  revised  into  a  new  policy  statement  of  positive  charac¬ 
ter.  It  should  be  short  and  concise  without  attenipting  to  cover  all 
operational  requirements.  Clay  suggested  that  the  Stuttgart  speech  serve 
as  a  basis  for  the  new  directive.  His  own  views  had  been  expressed  in 
his  policy  summary  of  19  July,  except  as  certain  statements,  particularly 
on  boundaries,  had  been  clarified  by  the  Socretary'/s  speech. 

Oen  Clay  went  on  to  suggest  that  the  basic  directive  be  a  short 
policy  statement  cn  general  principles  which  could  be  fumiohrd  to  mili¬ 
tary  government  personnel.  A  second  but  separate  sthtement  could  give 
the  Justification  for  US  policy.  If  each  paragraph  ih  the  policy  etnttv- 
ment  Wore  numbered,  Implomonting  cHrectlvos  could  be  issued  in  ierics  for 
each  subjeot.  Then  detailed  Intorprotatlon  of  j^olloy  could  be  modified 
by  nubordinate  directives  without  change  in' the  basic  document.  Finally, 
the  dir active-should  cover  certain  nubjocts  not  mentioned  by  Secretary  » 

- \ 

1.  Memo,  Brig  Oen  Henry  Parkman,  Director  of  OwAlS  Civil  Administration 
Division,  to  OMQUS  Chief  of  Staff,  16  Sept  16,  OHDUS  JCS  106?  File, 
KCHC.  RESTRICTED  (downgraded  from  CONFIDEWTIAL) 
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Byrnes  at  Stuttgart  such  as  ectexnal  assets,  internal  restitution,  free¬ 
dom  of  speech,  press  and  radio,  uniform  treatment  for  German  agriculture, 
trials  of  «ar  crlnlaala,  breakup  of  eRoesslTe  economic  concentrations, 
relamtlon  of  restrlctloxis  limiting  external  trade,  tind  redistribution 
of  land  to  aid  resettlement  of  expellees.  If  desired,  OICUS  would  gladly 
send  representatires  to  Washington  to  express  its  views 

The  Importance  of  the  Stuttgart  speech  la  pointing  a  new  direction 
in  Imerican  policy  was  underlined  in  the  instructions  provided  by  the 
State  Department  for  military  government  information  media  in  Germary. 
While  these  "guidances"  sent  out  from  time  to  time  were  not  themselves 
policy  statements,  they  were  interpretations  that  affected  the  imple¬ 
mentation  of  policy  within  the  theater.  They  were  used  by  the  OMGUS 
Information  Control  Division  in  reviewing  public  statements  to  be  mado 
by  Military  Goremmont  officials,  and  they  also  formed  the  basis  of  edi¬ 
torials  in  the  Neue  Zeltung  and  OJKUS  radio  commentaries  from  which  maiy 
Germans  drew  conclusions  as  to  the  intentions  of  military  government,, 

The  guidance  cabled  on  17  Septaaber  19h6  Indicated  that  the  Stuttgur-i', 
speech  was  a  "key  document  of  US  policy"  and  that  it  was  essential  that 
the  German  people  understand  It.  The  essence  of  the  "United  States  pi-o- 
gram  for  Germany's  rehabilitation"  was  summed  up  as  follows: 

"a.  On  economic  side,  US  holds  that  prevailing  hardships  aro  esson- 
tially  inevitable  consequence  of  policies  of  Nasi  regime  and  its  defeat. 
But  we  want  to  see  these  hardships  lessened  (rather  than  aggravated  cr 

1.  Cable,  OMGUS  signed  Clay  to  WD  for  WDSCA,  CC  376?  of  16  Sept  U6, 

CAD  Numerical  Sile,  EG  122,  ERB.  CONFIDENTIAL 
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Bymea  at  Stuttgart  such  as  external  assets,  Internal  restitution,  free> 
dom  of  speech,  press  and  radio,  uniform  treatment  for  Gensan  agriculture, 
trials  of  var  crladAsls,  breakup  of  exoessire  economic  concentrations, 
relaxation  of  restrictions  Uniting  external  trade,  and  redistribution 
of  land  to  aid  ressttlenent  of  eocpellees.  If  desired,  OHGUS  vould  gladly 
send  represantatlTes  to  Washington  to  express  its  views 

The  inportance  of  the  Stuttgart  speech  in  pointing  a  new  direction 
in  American  policy  was  underlined  in  the  instructions  provided  b '  the 
State  Department  for  military  government  information  media  in  Germany* 
While  these  "guidances"  sent  out  from  time  to  time  wore  not  themselves 
policy  statements,  they  were  interpretations  that  affected  the  lmple~ 
mentation  of  policy  within  the  theater*  They  were  used  by  the  OMGUS 
Information  Control  Division  in  reviewing  public  statements  to  be  made 
by  Military  Govomment  officials,  and  they  also  fomed  the  basis  of  adj.~ 
torials  In  the  Weue  Zeltung  and  OMGUS  radio  commentaries  fram  which  maxy 
Germans  drew  conclusions  as  to  the  intentions  of  military  government,. 

The  guidance  cabled  on  17  September  1?U6  Indicated  that  the  Stuttg^xt 
speech  was  a  "key  document  of  US  policy*  and  that  it  was  essential  th&t 
the  German  people  understand  it.  The  essence  of  the  "United  States  pro¬ 
gram  for  Germany’s  rehabilitation"  was  summed  up  as  follows; 

"a*  On  economic  side,  US  holds  that  prevailing  hardships  arc  essen¬ 
tially  inevitable  consequence  of  policies  of  Naai  regime  and  its  defeat,. 
But  we  want  to  see  these  hardships  lessened  (rather  than  aggravated  or 

1*  Cable,  OMGUS  signed  Clay  to  WD  for  WESCA,  CC  3769  of  16  Sept  146, 

CAD  Numerical  Bile,  RO  122,  ERB*  CONFIDENTIAL 
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perpetuated)  through  establishment  of  conditions  ■nhich  •will  peimit  Oermany 
to  improve  her  standard  of  living  through  hard  work  and  ultimately  to 
achieve  self-supporting  balanced  economy* 

"b*  On  political  side^  US  considers  present  status  of  Germany^  •with 
lack  of  German  government,  as  provisional  condition*  US  is  aware  of  ill- 
effects  of  domination  of  Germany  by  "armies  of  alien  soldiers  and  alien 
bureaucrats,"  although  it  realises  its  present  necessity.  US  thinks  that 
the  time  has  come  for  Germans  to  prepare  for  establishment  of  centrd 
government  of  their  own,  "und«?  proper  safeguards."  It  favors  "early  es¬ 
tablishment  of  provisional  German  government,"  •viz  "German  National  Coun¬ 
cil,"  to  function  •under  supervision  of  Allied  Control  Council,  and  to  be 
coB5)Osed  of  govemmait  heads  of  various  German  s^tates  or  provinces*  This 
pro^vlsional  government  should  in  time  be  replaced  by  elected  body." 

American  media,  the  guidance  concluded,  should  stress  the  ultimate  inten¬ 
tion  to  restore  Germany  to  -the  community  of  ei^vilized  nations.  The  United 
States  would  advance  the  principles  stated  in  the  Byrnes  speech  In  nego¬ 
tiations  •with  other  powers  so  that  Germany  •would  be  kept  from  becoming 
"a  pawn  or  satellite  in  the  military  struggle  for  power  between  the  East 
and  West."  Although  the  Seore^tary  had  referred  briefly  to  the  "struggle" 
in  his  speech,  its  existence  was  now  assumed  for  the  first  ■time  as  a 
main  point  of  reference  in  mili^tary  government  political  practice. 


On  21  September  19U6  the  Civil  Affairs  lHvlsion  cabled  to  OMGUS 
that  preliminary  •work  on  revision  of  the  JCS  1067  series  had  started, 

A  month  later  OMGUS  was  notified  that  work  had  progressed  to  a  point  at 
idiioh  consultation  with  OMGUS  representatives  was  desired  before  con¬ 
sideration  by  the  SWNCC  Committee  on  Revision  of  Policy  Papers,  It  was 
suggested  that  top  OI^US  officials  arrive  in  Washington  by  1  November 
19U6  to  stay  for  at  least  two  weeks.  As  Gen  Clay  was  due  to  arrive  in 
Washington  in  November  for  bizonal  unification  talks,  he  decided  to 
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participate  personally  in  the  discussions  on  the  revised  JCS  106? 
aeries."*'  Al'though  'talks  vere  held  on  the  proposed  revision*  and  ccwh 
nents  made  by  Gen  Clay  on  both  the  War  and  State  D^ar'tment  drafts,  no 
final  conclusions  irera  reached.  Another  sir  months  ■were  to  elapse,  and 
US  political  policy  'waa  to  undergo  a  basic  reorientation  in  the  'Hake  of 
the  froitlees  Foreign  Ministers*  conference  at  Moscow,  before  the  r^ 

'Vised  directive  superseding  JCS  IO67/6  was  finally  issued.^ 

DEVELOPMENTS  IN  THE  FIELD  OF  GOVERNMENTAL  STRUCTURES 

OrganiaatioH  of  the  Initial  Blaonal  Machinery 

As  soon  as  the  British  Qovemnent  had  agreed  to  merge  its  zone  of 
Germany  with  the  US  Zone,  Generals  Clay  and  Robertaon  began  'to  plan  for 
the  merger.  On  9  August  I9U6  it  'was  agreed  to  eetablish,  ae  the  lilghest 
Military  Government  organ  for  'Uie  Eiaone,  a  Bipartite  Board  consisting  of 
the  two  Deputy  Military  Governors.  The  Board  had  a  Bipartite  Secretariat. 
It  was  supplemented  by  six  bipartite  panels  in  the  various  economic  fields 
meeting  in  Berlin  and  air  bipartite  control  groups  to  be  located  adjacent 
to  and  to  supervise  the  corresponding  German  administrative  agencies. 

The  latter  were  created  by  agreements  between  the  Minis ters-President  of 
the  US  Zone  and  the  functional  zonal  agencies  of  the  British  Zone.  Each 
agency  'was  managed  by  an  executive  conmittee  or  Joint  coranittee  consisting 


1,  Cables  i  GAD  to  OMQUS,  WARX  8lll;7  of  21  Sept  1;6  and  WAR  835^9  of  21 
Oct  46j  OHjUS  to  WDSCA,  CC  6751  of  31  Oct  1(6;  GAD  Numerical  File, 

HQ  122,  ERB.  CONETDEKTIAL 

2.  Telegram,  Gen  Echols  to  Gen  Clay  (in  N.Y.),  WAR  35U98  of  9  Use  1(6, 
WDSCA  Decimal  File  OO8,  RO  122,  DRB. 


VIII-5 

SECRET 


SECRET 


of  the  appropriate  ministers  of  the  Laender,  Each  committee  elected  an 
additional  member  to  serve  as  chairman  and  director  of  the  agency. 
Jurididally,  these  bizonal  agencies  vere  clearly  creatures  of  Military 
Government  and  vere  charged  vith  executing  Allied  rather  than  German 
policy.  For  the  British  Zone^  the  members  of  the  conmiittees  were  ap¬ 
pointed  by  Military  Government,  rather  than  by  the  Ministers-President*^ 

There  were  differing  opinions  within  OMGUS  concerning  the  location 
of  the  bizonal  agencies.  It  was  argued  that  for  the  sake  of  efficiency 
they  should  be  brought  together  In  a  single  city,  such  as  Frankfurt. 

Gen  Clay,  however,  wished  to  avoid  seeming  to  create  a  West  German  capi¬ 
tal,  as  this  might  prejudice  idiatever  chances  remained  for  all-German 
unification,  and  Gen  Robertson  agreed.  The  bizonal  agencies  were,  ac¬ 
cordingly,  located  as  follows*  Economics  at  Minden,  Food  and  Agricul¬ 
ture  at  Stuttgart,  Transport  at  Bielefeld,  and  Communications,  Finance 
and  Civil  Service  at  Frankfurt,  Organizational  arrangements  were  com¬ 
pleted  by  17  September  l?li6,^ 

The  plans  for  the  bizonal  organization  appear  to  have  developed 
entirely  in  the  theater.  Gen  Cl^'s  instructions  to  the  CMGUS  Committee 


1.  The  Evolution  of  Bizonal  Organization,  OMGUS  Civil  Administration 
Division,  March  l^ljS,  pp  2-3  and  Appendix  I  (Preliminary  Agreement 
on  the  Establishment  of  a  German  Economics  Administration) j  Edward 

H,  Litchfield,  "Emergence  of  German  Government,"  Chapter  2  in  Govern¬ 
ing,  pp  28-29,  The  reasons  for  the  difference  in  practice  between 
the  US  and  British  Zones  are  discussed  later  in  this  chapter  under 
"Revision  of  Bizonal  Organization  and  Economic  Arrangements," 

2,  Decision,  pp  168-69,  Governing,  p  29 
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on  Bizonal  Organization  were  reported  to  Washington  on  2  August  I9I+6, 
These  were  to  the  effect  that  the  economic  integration  of  the  zones 
would  avoid  any  la^jlication  of  political  Integration,  and  that  the 
position  and  powers  of  the  Laenderrat  in  the  US  Zone  would  be  fully 
preserved.  There  would  he  no  overall  Interzonal  German  Council,  and 
the  economic  agencies  would  be  scattered  in  two  or  more  cities  in  the 
tJS  and  British  Zones 

In  the  records  searched,  no  indication  was  found  of  any  comments 
on  these  principles  by  Washington,  nor  any  suggestions  given  by  either 
the  State  or  War  Department  to  Gen  Clay  hew  the  Bipartite  Military 
Cvervemment  agencies  or  the  Bizonal  German  administrations  should  be 
ox‘genlzad.  The  only  exception  was  a  War  Department  Inquiry  idiether 
a  Bizonal  manpower  agency  was  to  be  established  to  deal  with  wages, 
labor  allocation,  manpower  and  social  insurance.  To  this,  OMGUS  re¬ 
plied  that  such  an  agency  was  not  considered  because  of  the  politlca'). 
nature  of  labor  relations  and  trade  unions.^ 

As  Gen  Clay  points  out,  the  loo-se  initial  Bizonal  organization 
was  cumbersome  and  inefficient.  As  it  was  still  hoped,  however,  to 
achieve  economic  unity  of  all  four  zones  in  the  Control  Council,  "tM.:; 


1.  State  Dept  cable  No.  1675^  USFOLAD  Berlin  to  Sec  State,  2  Aug  Ii6, 
CAD  Numerical  File,  HG  122,  ERB.  CONFIDENTIAX 

2,  Gable,  OKDUS  to  WD,  CC  7228  of  U  Sept  1*6,  CAD  Numerical  File, 

RG  122,  DRB,  RESTRICTED 
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first  step  represented  the  extent  to  which  we  felt  we  could  proceed  with¬ 
out  Jeopardising  our  efforts  to  secure  quadripartite  control. 


Approval  of  Land  Constitutions  for  the  US  Zone 

Early  in  19Ji6,  Qen  Clay  had  issued  a  directive  providing  for  the 
preparation  and  approval  of  Land  (state)  constitutions  and  the  subse¬ 
quent  election  of  Land  assemblies.  This  action  had  been  in  accordance 
with  Article  II,  paragraph  9(lli),  of  the  Potsdam  Protocol,^  but  other¬ 
wise  had  not  been  the  subject  of  guidance  from  Washington.  The  consti¬ 
tutions  had  been  drafted  by  preparatory  coimnisslons  appointed  by  the 
Ministers-President  at  the  direction  of  0M3US,  Alter  preliminary  review, 
the  drafts  were  laid  before  constitutional  conventions,  which  had  been 
elected  by  popular  vote  on  30  June,  and  which  were  charged  with  coa^let- 
Ing  the  constitutions  by  15  September  19U6,3  As  that  date  approached, 
the  constitutions  became  the  subject  of  considerable  correspondence  be¬ 
tween  the  War  Department  and  the  theater* 

As  provided  in  the  OMDUS  directive,  each  Land  cojistltutlon  had  to 
have  specific  approval  of  Military  Government  before  being  submitted  for 


1.  Decision,  p  168 

r***  '  ”P*’®®®ntative  and  elective  principles  shall  be  introduced 
into  re^onal,  prortncial  and  state  (Land)  administratidn  as  rapidly 
as  My  be  J^tified  by  the  successful  application  of  these  principles 
In  local  self-government."  Decade  37,  Story  in  Documents  1*9.  ^ 


3. 


SSlon  Su  ®  reprinted 
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popular  ratification.^  Wiile  the  formal  approval  was  to  be  given  by 
Gen  Clay  as  Deputy  Military  Governor,  it  was  understood  that  this  appro¬ 
val  would  be  given  in  close  consultation  with  the  War  and  State  Depart¬ 
ments. 


As  the  various  drafts  were  forwarded  to  Washington,  it  became 
apparent  that  the  Department  of  State  was  disposed  to  comment  in  more 
detail  than  OHGUS  felt  desirable.  As  a  part  of  the  program  of  intro¬ 
ducing  democracy  In  Gemany,  Gen  Clay  and  his  advisors  felt  it  in^ortant 
that  the  constitutions  be  developed  by  the  Germane  themselves  in  an  at¬ 
mosphere  Aree  from  ItLlitary  Government  direction  or  Interference.  As 
Gen  Clay  pointed  out: 

"We  have  told  the  German  authorities  of  the  basic  principles  which 
ve  consider  necessary  to  a  democratic  constitution  and  these  principles 
have  been  furnished  to  you  and  to  the  State  Department.  As  long  as 
these  principles  are  safeguarded  in  the  Constitution,  we  do  not  propose 
to  comment  on  the  details  or  on  the  govemnental  procedures  established 
in  the  Constitutions.  Manifestly,  we  will  require  some  recognition  of 
the  authority  of  occupational  government  and  some  provision  for  the 
State  Constitutions  to  conform  to  a  National  Constitution  if  and  idien 
such  a  Constitution  is  drafted.  However,  it  is  of  utmost  importance 
that  comment  and  suggested  changes  given  to  the  constitutional  assem¬ 
blies  be  at  a  mlidnum  and  limited  to  violations  of  the  fundamental 
principlee  which  have  been  laid  out.  These  Constitutions  must  go  to 
the  German  people  as  a  free  creation  of  their  elected  representatives 
and  with  the  least  possible  taint  of  Military  Government  dictation. 

We  have  every  confidence  that  the  Constitution  thus  prepared  will  meet 
the  requirements  of  democracy  and  will  be  recognised  by  the  German 
people  as  the  creation  of  their  own  representatives."^ 


1*  Litchfield  (Governing  35)  points  out  that  although  the  Land  consti¬ 
tutional  governments  came  in^^o  being  under  the  control  of  Military 
Government,  they  were  in  no  eeose  agents  of  Military  Government 
but  politically  and  legally  German  institutions. 

2.  Cable,  OHGUS  signed  Clay  to  AGUiR  for  WD6CA  GO,  CC  210-8  of  23  Aug 
OHGUS  Civil  Administration  Division  File  010  Constitutions 
(general),  KCRC.  CONFIDENTIAL 
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The  Department  of  State  recognized  Gen  Cla7's  point  that  the  con¬ 
stitutions  should  he  developed  with  a  ndniBum  of  military  government 
interference.  Thereafter,  its  comments  were  limited  to  general  sugges¬ 
tions,  which  OMQUS  found  "both  helpful  and  consistent  with  views  of 
this  headquarters 

As  the  final  deadline  for  approval  app  ached,  however,  the  De¬ 
partment  of  State,  seconded  hy  the  War  Department,  insisted  very  strong¬ 
ly  on  certain  changes,  particularly  in  the  Bavarian  Constitution,  which 
the  constitutional  conventions  were  unwilling  to  make  voluntarily.  If 
OMGUS  should  ordei  the  changes  by  decree,  this  might  destroy  the  entire 
enthusiasm  of  the  Gorman  politicians  and  public  for  the  oorstitutlons, 
■viiich  were  accepted  as  the  work  of  the  German  assemblies.  It  seemed 
uncertain  whether  Washington  or  the  theater  really  had  the  final  author¬ 
ity  to  approve  the  constitutions,  and  Gen  Clay  cabled  urgently  request¬ 
ing  that  the  State  and  War  Departments  recede  from  their  demands. 2 

Gen  Clay’s  position  was  seconded  strongly  by,  Assistant  Secretary 
Petersen  who  was  visiting  in  Berlin  and  who  cabled  the  Secretary  of 
War  requesting  that,  should  the  State  Department  insist  on  decreeing  any 
changes  in  the  constitutions ,  the  matter  be  taken  up  directly  with  the 
President,  The  issue  was  settled,  however,  by  a  final  cable  to  Gen  Clay 
stating  t 

1,  Cables:  AOW&R  from  WD6GA  GO  to  OMGUS,  WAR  9950?  of  S  Sep  1»6,  (»CUS 
Civil  Administration  Division  Decimal  lilo  010  Constitutions,  (gen¬ 
eral),  KGRC;  OI-KUS  signed  Clay  to  WD  for  WESCA  GO,  CC  3323  of  8  Sep 
U6,  CAD  Numerical  File,  KiB, 

2.  Cable.,  OMSUS  personal  from  Clay  to  AGNAR  for  WDSGA  personal  for 
Echols,  CC  555U  of  l5  Oct  U6,  OMGUS  Civil  Administration  Division 
File  010  Constitution  (Greater  Hesse),  KGRC.  CONFIDENTIAL 
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’^I'b  ±8  recognised  that  you  and  your  advlaorfl  are  In  peculiar  and 
advantageous  position  to  detemine  best  method  handling  situation  and 
War  and  State  idLlling  to  leave  final  decision  your  hands. 

The  my  fo\ind  around  the  dileana  was  to  approve  the  constitutions 
with  reserratlons.  The  letters  written  hy  Oan  Clay  to  the  PresldMita 
of  the  Constitutional  Aasaablles  of  Bavaria*  Greater  Hesse*  and 
WorttaaibergoBadea  oonstituted  KLUtary  GorariBient  directives  modifying 
the  constitutions  and  became*  in  an  indirect  sense*  parte  of  German 
constitutional  law.^ 


k  bothersome  problem  that  came  up  the  first  time  in  connection  with 
the  Hesse  Constitution  was  the  issue  of  sodalisatlon.  There  were  divert 
ging  opinions  whether  Military  Government  should  aotlvaLy  oppose  social¬ 
ism*  hut  Gen  Clay  was  sure  that  he  did  not  wish  to  be  in  the  position  of 
actively  supporting  it«  Article  Ijl  of  the  Hesse  draft  provided  that 
heavy  industry*  banklog*  and  insurance  within  the  Land  should  be  soeisQ.- 
rlj^ed.  At  the  initiative  of  OICDS,  the  Constitutional  Assmsbly  was  pre- 
va^JLed  upon  to  make  the  provision  permissive  rather  than  mandatory  and 


1.  Cables!  0H3GS  personal  from  Petersen  to  AGUAR  for  MARSBC  personal, 
for  Rusk*  CC  $536  of  lU  Oct  U6*  CMGUS  AO  010*1  Constitutional  Asscn^ 
biles*  KCRCj  MBSCA  QO  to  OMGUS*  MARX  833U9  (Tindatad  copy}*  OMQUS 
Civil  Administration  Oivision  File  010  Constltuctlon  (Greater  Hesse)  p 
KCRC,  COHmaHTIAL 

2.  The  constitutions  and  letters  of  approval  are  raprlnted  In  Constl" 
tutlons  of  the  Geiaan  Laender*  OMGUS  Civil  Administration  Divisiori 
I9lt7.  For  a  ^euasion  of  governmental  structure  under  these  con¬ 
stitutions*  see  Roger  H.  Wells*  "State  Government*"  Chapter  1;  in 
Goveming*  pp  102-109. 
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even  then^  Oen  Clay  inslated  that  this  provision  be  voted  upon  seper» 
ately.l  J 

Latarj  when  Oen  Clay  was  In  Washington^  a  policy  on  socialisation 
vas  developed  which  was  svtanarised  by  the  Secretary  of  State  as  follows t 
"We  have  not  cccpreseed  any  opposition  to  the  socialization  of  Industries 
In  Oermany  If  the  Carmans  themselvea  wish  to  socialise  their  Industries 
thi'ou^  democratic  processes*"  In  connection  with  socialisation  proW 
posols  In  Berlin,  this  policy  was  expanded  to  provide  that  the  United 
States  would  oppose  nationalization  of  Industry  that  would  concentrate 
the  entire  Oeman  cconony  In  the  hands  of  a  future  oentral  Oeman  goven>> 
ment.  Socialization  by  the  Laender  or  lower  units  of  government  oould, 
however,  strengthen  economic  and  political  decentralization  and  federal 
development.  The  United  States  would  in  any  case  wish  to  assure  that 
sxich  socialization  as  might  be  adopted  should  take  place  through  demo* 
cratlc  processes  end  not  In  a  sudden  or  unplanned  manner*^ 


1.  Since  socialist  strength  In  Hesse  Indicated  practically  certain 
passage  of  Articlo  Ul,  the  value  of  this  move  nay  be  questioned. 
Later,  the  soclallcts  used  the  fact  of  a  separate  vote  as  an  argu¬ 
ment  for  inplonenting  the  measure.  In  September  1?U6  a  controversy 
reminiscent  of  the  constitutional  arguments  arose  when  US  Military 
Oovemnent  suspended  the  operation  of  the  eeonomle  codetermination 
provisions  of  laws  In  Hesse  and  Wurttemberg-Baden  (Hitbestlnnungs- 
reoht)  on  the  stated  grounds  that  future  unity  would  be  Jeopardised 
If  each  Land  were  permitted  to  Incorporate  codetermination  by  pass¬ 
ing  Its  own  works  council  legislation  prior  to  the  establishment  of 
a  central  government  in  the  west.  The  suspension  was  revoked  In 
April  1950  by  the  US  High  Cotmnlesloner.  Taylor  Cole  In  Oovenilng, 
PP  373-7li. 

2.  Cable,  WD  to  OlflUS,  WfcR  86579  of  Nov  29,  1*6,  unnumbered  cable  of 
Dec  1*6  In  OPD  091  Cormany,  RO  115,  ERB.  SECRET 
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During  the  fall  of  19U6  a  legal  determination  concerning  the  powers 
of  US  Hilitaiy  Qovemnent  was  aade>  which  is  noted  here  because  of  its 
general  import*  On  30  September  OICUS  i^sed  the  question  whether>  in 
view  of  the  aaeuaption  of  supreme  authority  in  Germany  by  the  commanders 
of  the  four  occiipylng  powers  >  Military  Government  was  bound  by  the  regu¬ 
lations  annexed  to  the  Hague  ConrMition  of  190?  and  Geneva  Prisoners  of 
War  Convention  of  1929.  After  some  delay,  the  War  and  State  Departments 
agreed  that  the  legal  authority  of  the  Allied  Control  Council  and  of  the 
US  Zone  Commander  was  not  limited  by  the  regulations  attached  to  the 
Hague  Convention  but  that  it  was  US  policy  to  observe  such  regulations 
unless  specific  US  occupation  policies  should  require  deviation.  The 
Geneva  Convention,  on  the  other  hand,  was  held  ai>plicable  to  all  persons 
having  the  legal  status  of  prisoners  of  war.^ 

A1X)PTI0N  OF  A  CURRiWCY  REFORM  POLICY 

The  wide  latitude  given  to  Gen  Clay  in  the  field  of  government 
was  not  duplicated  with  respect  to  economic  or  financial  policy.  Be* 
cause  economic  measures  were  directly  related  to  the  national  budgets 
of  the  occupying  powers,  it  was  natural  that  many  economic  questions 
should  be  decided  and  negotiated  on  the  governmental  level.  In  the  li.eld 
of  monetary  policy,  however,  there  was  for  a  considerable  time  a  "policy 

1,  Cables i  QMGUS  to  WARGAD,  CC  1*599  of  30  Sep  and  CC  6860  of  5  Nov  i*6j 
WISCA  00  to  OHGUS,  WAR  881*19  of  26  Dec  1*6;  CAD  Numerical  File,  KG» 
122,  HIB.  CONFIDENTIAL 
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blockade"  occasioned  by  the  fact  that  Washington  neither  accepted  the 
theater  recommendations  nor  offered  alternatives  of  its  own. 

Early  in  the  occupation^  ttilitary  Government  recognised  that  the 
financial  chaos  caused  by  German  wartime  inflation  and  aggravated  by 
the  injection  of  billions  of  Allied  military  marks  into  the  German 
econciqy  had  to  be  eliminated  before  substantial  economic  recovery  could 
be  expected.  Director  Joseph  M,  Dodge  of  the  OMGUS  Finance  Division^ 
who  had  succeeded  Col  Bernard  Bernstein  of  the  Treasury  Department  on 
12  Sep  kSt  urged  the  need  for  currency  reform  and  made  the  recoimenda- 
tion,  seconded  by  Gen  Clay,  that  the  Treasury  supply  experts  who  would 
study  the  problem  as  temporary  members  of  OMGUS,  The  Treasury,  howevsr, 
refused  to  8\ipply  personnel  unless  they  reported  to  the  Treasury  and  were 
subject  to  direct  Treasury  instructions  and  guidance, 

Irrangements  were  then  made  for  an  eothaustive  study  of  the  German 
currency  problem  by  a  study  group  consisting  of  Dodge,  Dr,  Gei’hardt 
Cola  and  Raymond  Goldsmith,  The  ColDHDodge-Goldsinlth  report  was  sub¬ 
mitted  to  Gen  Clay  on  20  May  I9I16,  with  the  deliberately  chosen  titles 
"Plan  for  the  Financial  Rehabilitation  of  Germany",  Its  objective  was 
"to  dear  the  way  for  the  internal  financing  necessary  for  the  peace¬ 
time  reoonstructlon  permitted  under  the  terms  of  the  Potsdam  Agreement 
and  the  decisions  of  the  Allied  Control  Council,"^ 

1*  Ltr  transmittal  signed  by  Messrs,  Coin,  Dodge  and  Goldsmith, 

OiflUS  AG  File  100,  Finance  end  Accoiinting,  SCRC. 
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The  report  atraeaed  that  economic  recovery  required  a  sound  finan¬ 
cial  structure,  which  had  to  be  provided  by  HUitaxy  Govenment  since 
there  vas  no  German  gorvemnent  capable  of  carrjdLng  out  a  financial  re¬ 
form*  The  principal  measures  adrocated  by  Cola,  Dodge  and  Goldsmith 
weret 

1*  A  nev  currency  to  replace  the  Helchsaark,  existing  monetary 
claims  and  obligations  being  deflated  at  a  ratio  of  ten  Rcicheiaark  to 
one  new  nark.  The  Reich  debt  would  be  cancelled  and  a  new  dabt  isaue 
allocated  to  banks «  insurance  oonpaniea  and  other  financial  institutions 
so  they  could  meet  their  reduced  obligations* 

2*  Mortgages  to  be  Imposed  on  real  estate^  plant  equipment  and 
iaventorieo  to  50  per  cent  of  value*  The  proceeds  of  the  mortgagee, 
paid  In  installments,  would  be  used  to  compensate  people  >dio  had 
8\ifferod  looses  from  the  vsr  and  from  reduction  of  monetary  claims* 

3.  A  progressive  capital  levy  on  individual  net  worth  after 
steps  1  and  2,  with  rates  ranging  from  10  to  90  per  cent  depending  on 
total  wealth  and  Ite  increase  during  the  war  years* 

The  report  also  recoimneaded  tlie  limitation  of  occupation  coots,  a 
cxmtral  agency  to  issue  and  control  currency,  and  an  exchange  rate  of 
25  cents  for  the  new  mark,^ 


1*  Report,  "A  Plan  for  the  Liquidation  of  War  Fiiuunce  end  the  Finan¬ 
cial  Rehabilitation  of  Germany”,  20  May  i*6.  Office  of  flilitary 
Government  for  Germany  (US),  duplicated,  GAD  Files,  IRB* 
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It  was  Gan  Clay's  hope  that  the  Colra-Dodge-Qoldflnith  report  could 
be  approved  as  a  basis  for  US  policy  before  the  June  l^ii^  meeting  of 
the  Council  of  Foreign  Ministers^  because  "common  correney  control  is 
one  of  the  major  problems  in  treatment  of  Germany  as  an  economic  unit 
and  is  almost  certain  to  arise  in  any  extended  discussion  of  the  German 
problem".  The  plan  ran  into  delays,  however,  in  the  S cat^War-Navy  Co¬ 
ordinating  Committee,  which  in  early  July  approx  s-^d  step  1  but  raised  a 
ntimber  of  questions  on  steps  2  and  3*^ 

Gen  Clay  made  dear  his  belief  that  a  mere  reduction  of  the  volume 
of  currency,  claims  and  obligations  without  an  equa?J.2ation  of  burdens 
would  not  accomplish  the  fiscal  reform  necessary  to  prevent  inflation. 

The  War  Department  then  suggested  that  SWNCC  might  be  willing  to  approve 
step  2  with  a  property  tax  substituted  for  the  proposed  mortgage.  Uen 
Clay  was  asked  to  give  his  comments  and  was  authorized  to  discuss 
points  2  and  3  of  the  plan  in  the  Allied  Control  .Council,  notwithstanding 
that  they  had  not  been  approved  in  Washington.  ^ 


1.  Cables!  OMGUS  personal  from  Clay  to  iOWAR  personal  for  Echols, 
CC  3635  of  2l!  May  1^6,  CONFIDENTIALj  ACHAR  to  0M3US,  WAR  93573 
of  5  Jul  U6,  SECRET j  CAD  Numerical  File,  RD-122,  DRB. 

2.  Cablea,  OMGUS  from  Bennett  signed  Clay  to  AOWAR  personal  for 
Echols,  CC  8563  (WD  CM  IN  1598  of  9  JxJ.  U6,  CONFIDENTIAL)  j  JCS 
to  OMGUS  for  Clay,  WAR  96201;  of  1  Aug  li6i  OMGUS  signed  Clay  to 
AOWAR  to  WDSGA  personal  for  Echols,  CC  1199  (WD  CM  IN  811;  of 

1;  Aug  l;6),  SECRET  J  WDSCA  ES  to  OMGUS,  WAR  97826  of  17  Aug  I;6, 
SECRET  1  CAD  Numerical  File,  RD-122,  DRB. 
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Qen  Clay  replied  that  MlUtary  Goremaent  had  already  xiade  its 
resomnendationst  which  had  been  discuesed  infomally  with  each  of  the 
other  ocmipylng  powera*  He  did  not  consider  it  feasible  to  enter  quad** 
npartite  taDu  on  fisoal  refom  without  *a  ilm  and  detailed  program  to 
be  supported  rigorously  against  all  other  proposals  with  the  end  in  view 
of  reaching  a  eonpromise  which  would  not  rlo3ate  the  basic  character  of 
bur  proposal".  Since  Washington  had  not  approved  the  program  reooik* 
mended  by  Militaxy  Goremmentf  it  was  up  to  Washington  to  provide  a 
program*  Two  days  later,  Oec  Clay  warned  that  the  British  would  xwt 
wait  further  and  wsra  about  to  introduce  their  own  currency  reform  pro¬ 
gram  in  the  Allied  Control  Authority*  Thle  cable,  however,  crossed  a 
cable  from  the  War  Depairtment  to  Sen  Clay  announcing  that  the  Secretaries 
of  State,  War  and  Navy  had  unanimously  Approved  the  CoIaKDodga-Goldsmith 
plan  the  morning  of  21  August  19h6,^ 

Although  the  British  were  fully  convinced  that  bisonal  uniflca^ 
tion  would  produce  only  limited  reevlts  without  financial  reform,  it 
Tfso  still  hoped  that  agreement  on  currency  reform  for  all  tones  of 
Reriaany  could  be  secured  in  the  Control  Council*  Accordingly,  Oen 
Clay  introduced  the  Colifr»Dodge^oldsmith.plan  on  26  Augiist  19k6  in  the 
Coordinating  Comndttee  of  the  Allied  Ccntrol  Authority,  which  referred 
the  plan  to  the  Finance  Directorate*  Later  In  the  year,  however,  the 
Departments  of  State  and  War  were  obliged  once  more  to  consider  the 


1*  Cables  t  CKfQUS  sl<pied  Clay  to  WD  for  WDSCi,  CC  2310  of  22  Aug  lt6 
(Berlin  time),  CCNflOENTIAL:  WIBCA  ES  to  (MOUS,  W4S  98110  of  21 
Aug  U6  (2242  Creenwich  tlma),  SECRET j  CAD  Numerical  File,  BO>122, 
DRB* 
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problem  of  currency  reform*  since  I3S  papers  designed  to  accomplish  that 
objective  met  with  such  opposition  on  all  levels  of  the  Allied  Control 
Authority  that  the  Control  Council  finally  removed  this  topic  from  its 
agenda  and  referred  the  problem  back  to  the  Allied  Governments*! 

iX30NOMIC  PROBLEMS  OF  THE  BIZONAL  PERIOD 

Problems  and  Policies  In  the  TIS  Zone 

When  biaonal  unification  was  agreed  upon  during  the  summer  of  19U6, 
OMG^S  was  still  wrestling  with  the  food  problem.  This  had  two  facets « 

One  itas  the  question  whether  food  would  be  available  at  allj  claims 
for  Germany  had  to  be  presented  in  competition  with  those  of  liberated 
countries  before  the  Combined  Food  Board  and  its  successor,  the  Inter¬ 
national  Emergency  Food  Council,^  Since  these  agencies  made  their  allo¬ 
cations  on  rather  short  notice,  it  was  impossible  to  plan  very  far  ahead. 
The  other  phane  was  the  budgetary  situation  In  Wash-ngton  which  caused 
contiiu''lne  uncertainty  whether  the  food  could  be 'paid  for  if  obtained. 

The  cables  from  Waatiington  to  the  theater  dealing  with  the  pro¬ 
curement  and  financing  of  food  presented  a  kaleidoscopic  frame  of  refer¬ 
ence  within  which  Military  Oovomment  had  to  operate.  In  June  19l;6,  for 


1.  Memorandum,  Jack  Bennett,  Director  of  OMDUS  Finance  Division  to 
Chief  of  Staff,  OMGUS,  U  Nov  lj6,  DMGUS  AQ  File  100,  Finance  and 
Accounting,  KGRG,  CONFIDENTIAL 

2»  For  membership  and  frame  of  reference  of  the  International  Baer- 
gency  Food  Council  see  International  Conferences,  1  Jul  Jun 

li6,  pp  6-8s  Ibidj  1  Jul  (tun  !»’/>  pp 
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exanplOy  OMGUS  was  directed  to  calculate  the  German  food  liqport  require¬ 
ments  for  the  period  beginning  1  July  19U7  on  the  basis  of  l»BUo  calories 
per  day  for  the  normal  oonsuner.  The  Var  Department  indicated  that  it 
would  probably  ship  165*000  tons  of  ^eat  in  July  and  August  19U6y  al¬ 
though  a  threatened  naritine  strike  night  upset  all  calculations.^  On 
lli  July,  however,  the  War  Department  notified  OMQUS  that  the  budget  for 
feeding  Qerman  civilians  and  diapla  eed  persons  for  the  year  beginning 
1  July  I9U6  had  been  reduced  from  a  requested  |167 *000,000  to  only 
^^85, 700, 000,  iriiioh  according  to  C8CDS  computations  would  support  a 
normal  consumer  ration  of  only  1,300  calories  per  day;*  This  ration, 

Gen  Clay  cabled,  "is  of  course  inadequate  to  meet  nininum  ration  re¬ 
quirements  and  mass  deterioration  of  the  Qexman  people  already  becoming 
evident  will  certainly  be  serious. Fortunately  the  19U6  harvest  pro¬ 
vided  an  average  yield  and,  with  imports,  it  was  possible  for  the  United 
States  zone  to  reach  the  ration  of  1550  calories  per  day  in  October. 

During  the  fall  of  19U6  the  War  Department  was  called  upon  to  ans¬ 
wer  various  specific  questions  In  the  field  of  economics.  The  enswerr 
had  in  some  cases  the  effect  of  further  piecemeal  amendment  of  JCS 
while  in  other  cases  the  theater  commander  was  given  additional  authority 
to  determine  his  own  policies  and  procedures* 


1.  Cables:  WARCAD  to  OMGUS,  WAHX  90205  of  1;  Jun  1:6,  RESTRICTED^  WD  to 
0M3US,  personal  for  Clay  signed  Echols,  VABX  90825  of  10  Jun  U6, 
CONFIDEHTIALj  CAD  Numerical  File,  RO  122,  ERB, 

2,  Gable,  OMGUS  signed  Clay  to  WD  for  WDBCA,  CC  9777  of  26  Jul  !;6, 

CAD  Numerical  File,  DRB.  SECRET 

VlII-19 


SECRET 


SECRET 


The  JCS  1067/6  provision  requiring  individual  Washington  approval 
of  German  eaqports  to  neutral  countries  proved  bothersome,  particularly 
in  dealings  with  Sweden  and  Switzerland.  In  July  19U6  the  delays  in 
the  clearance  of  exports  to  Sweden  caused  the  Swedish  Oovezment  to  re« 
tallate  by  refusing  export  licenses  for  critical  materials  needed  in 
the  US  Zone.^  There  was  also  an  increasing  volume  of  paper  work  in 
clearing  the  numerous  small  orders  which  German  firms  began  to  receive 
from  Swltserland.  Although  there  is  no  indication  that  0M3US  made  a 
specific  request  for  modification  of  the  directive,  the  requirement 
for  Washington  approval  of  individual  exports  to  Sweden  and  Switzer¬ 
land  was  lifted  on  16  August  19U6.^ 

Another  problem,  involved  the  deposit  of  eoq)ort  proceeds  so  as  to 
protect  against  possible  losses  and  at  the  same  time  to  have  the  funds 
readily  available  to  pay  for  German  lnqjorts.  While  OMGIJS  had  author¬ 
ity  to  purchase  for  dollars  foreign  currencies  needed  for  current  buy¬ 
ing,  the  War  Department  warned  against  such  conversion  in  advance  of 
nood,  which  might  Ifsad  to  losses  should  the  foreign  currencios  fall 
in  value.  Pundo  not  converted  were  maintained  in  a  trust  account  in 
the  United  States,  but  this  procedure  proved  ctunbersome  because  the 
current  status  of  the  fund  wns  not  always  r^jorted  promptly  to  OMOUS, 

As  the  reduced  appropriation  for  German  imports  left  a  narrow  operating 

1.  Cable,  QMGUS  signed  Clay  to  WD  for  WARCAD  attention  Bullock,  CC 
9126  of  17  Jul  I46,  CAD  Numerical  File,  RQ-122,  Hffl.  CONFIDENTlAl 

2.  Cable,  CAD  to  OMGUS,  (number  not  indicated)  16  Aug  lt6,  WESCA 
Numerical  File  091,31,  Section  V,  RO  122,  DEiB,  RESTRICTED 
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margin^  uen  Clay  Insisted  upon  procedures  enabling  dOUS  to  draw  rapid¬ 
ly  on  eocpprt  receipts «  both  in  the  United  States  and  in  European  co>a>> 
tries.  After  considerable  correspondence j  a  method  acconpUshing  this 
ob.lectlTe  was  woriced  out,^ 

Another  subject  on  idilch  the  War  Department  and  dCOS  agreed  on 
orrangenenta  waa  the  adniesion  of  foreign  businessmen  to  Genaanjr  as 
buyers  for  cocport.  A  Treasury  license  under  the  Trading  with  the  Eneaqr 
Act  pextd.tted  American  businessQMi  to  enter  Qernany  and  to  procure  goods 
und  services  for  their  own  iaaadlate  needs  from  Osmans.  Thsy  were  also 
authorized  to  make  preliminary  arrangements  for  cocport  contracts  dlrec:t- 
ly  with  the  German  suppliers  j  but  the  contracts  theGnselTas  had  to  ba 
made  through  the  Joint  Export-Iiaport  Agency^  which  became  the  exclusive 
seller  of  Geraan  goods  to  foreign  countries. 

Bizonal  Pooling  of  Imioort  Costs  and  Ruport  Froeseda 

Since  the  British  had  proposed  temlnating  the  original  US^JK 
agreement  on  pooling  export  proceeds  on  31  Kerch  191*6,  the  status  of 
that  agreement  had  been  somewhat  ■uncertain,  Problens  of  sharing  etiL- 
iwrt  proceeds  and  costs  of  ixports  for  the  two  zones  had  been  rlls<r,iseod 
at  government  level,  but  *du»  bizonal  fusion  was  agreed  to  at  the  end  of 
July  iyi*6  no  conclusion  had  been  reached.  Although  the  US  and  British 
Govenaasats  sent  their  zone  commanders  identical  instructions  for 


1.  Cables*  VIDBGA  to  OMGUS,  MARX  95:397  of  2l*  Jul  1*6,  CONFIDENTIALi 
WIHX  99185  of  31  Aug  1*6,  SECRET  i  CC  1*072  of  20  Ssp  1*6 j  CAL 
Nuswrical  File,  RG  122,  TRL. 
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estimating  food  requirements  on  2  July  these  instructions  left  open 
the  question  nhether  there  would  be  pooling  of  food  supplies  between  the 
two  aones  or  vith  the  French  sone*^ 


The  divergent  United  States  and  British  views  on  the  financing  of 
German  import  requirements »  as  outlined  by  Gen  Clay,  were  as  follows  i 

''Ve  wished  the  proportion  to  be  baaed  on  population  in  view  of  the 
lower  population  in  the  American  Zoney  whereas  the  British  insisted  on 
at  least  an  equal  arrangement  and  even  urged  that  the  United  States 
bear  60  per  cent  of  the  burden. 

"There  were  valid  aigumente  on  both  aides.  The  United  States 
Zone  had  a  greater  agricultural  production  and  required  fewer  Inqxrta 
per  capita  than  the  British  Zone.  Hence  >  even  In  accepting  '  respon¬ 
sibility  proportioned  on  a  population  basis j  the  merger  would  result 
In  adding  to  ow  financial  burden  as  the  per  capita  requirement  was 
increased.  On  the  other  hand,  the  great  industrial  area  in  the  British 
Zone  had  to  have  food  to  produce  the  exports  which  would  bring  both 
sones  to  self-siifflciency."^ 


As  United  states  and  British  Military  Government  in  Berlin  were 
unable  to  agree  on  the  pooling  of  export  proceeds  and  the  sharing  of 
import  costs,  Gen  Clay  wrote  on  16  July  19U6  to  Gen  Echols,  Director 
of  CAD,  asking  him  to  take  the  matter  up  with  the  State  Department, 

The  reply  given  by  the  State  Department,  as  repeated  by  Gen  Echols  to 
Gen  Clay  in  a  letter  on  11  September,  was  as  follows i 

"The  State  Department  would  rather  let  this  problem  resolve  itself 
in  Germany  in  the  negotiations  to  bring  about  an  economic  merger  of  the 
British  and  American  zones.  However,  if  you  prefer  for  them  to  inter¬ 
vene  on  some  specific  points  they  are  willing  to  do  so.  We'  have  bssn 
informed  by  State  Dependent  that  the  British  Bnbaeey  in  Washington  is 
of  the  opinion  that  the  pooling  arrangement  will  become  a  matter  for 
governmental  consideration  in  due  time." 


1.  Cable,  WD8CA  to  OMGUS,  WASI  93161  of  1  Jul  1;6,  CAD  N’aaerieal  File, 
RG-122,  Kffl.  SBCFET 

2,  Decision  170 
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To  this,  Qeo  Echols  added  In  a  postscript  that  he  did  not  feel  that  the 
reply  to  Gen  Clay's  letter  vas  setlsfactoiy,^ 

The  problem  of  pooling  and  sharing  dl.d  net,  however,  resolve  it¬ 
self  in  Berlin*  Because  British  oificials  there  doubtless  were  aware 
of  London's  view  that  the  question  should  be  settled  directly  between 
the  two  governments,  they  were  under  no  great  pressure  to  reach  an 
ngraesierit.  Although  the  two  railitaiy  govemnents  did  reach  agreetncnt 
on  most  of  the  questions  of  bizonal  organisation  and  economic  policy, 
tiiia  one  key  problem  remained  unsettled,  rendered  impossible  the  adoptlm 
of  a  fir-m  Bizonal  budget,  and  hampered  economic  progress,^ 

As  the  Council  of  Foreign  Ministers  was  to  meet  in  New  York  in 
Ncrv<«iibei’  1914,6,  it  ma  agreed  to  hold  US/OK  discussions  of  outstanding 
questions  of  bizonal  unification  at  the  same  time.  Those  talks  were 
held  in  Washington  beginning  on  13  Novaober,  the  United  States  dtVliMja*' 
tlon  being  headed  by  Assistant  Secretary  of  State  Hlliflrirg, 

"oppoai.ts"  vas  Edmund  Hall-Patch  of  the  British  Foreign  Of'f.i.ce,  The 
spokesman  for  the  War  Department  group  was  Sen  Clay  himsolf,  who  had 


!,>  Ltr,  MaJ  Oen  Oliver  P*  Echols,  Chief,  CAD,  to  Lt  Gen  Lucius  D.  Clay, 
il  Sep  I46,  summarizing  contents  of  letter  of  21  Aug  I46  from  Ernest 
A,>  Oj  OBS,  Spec  Asst  to  the  Asst  Sec  of  State  for  Occupied  Arcasi 
(Qon  Ilill.driag)  to  Gen  Echols,  dated  21  Aug  I46,  with  suBimjejy  al',.",*!. 
and  postscript  by  Gen  Echols j  WI6CA  Decimal  File  I463.3,  HQ  122,  V'HB, 

2.  Memorandum,  Jack  Bennett,  Chief  of  CMGUS  Finance  Divielcn  to  C/S 
of  OMjUS,  7  Nov  I46,  Subject j  Bipartite  Finance  Operablonn.  OWhJS 
.ATr  File  100,  Finance  and  Accounting,  KCRC.  CONRT.DEN'i’.CAI.s 

170,  . 
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bro^ight  with  him  several  OMGUS  staff  members  as  well  «s  Political  Ad¬ 
visor  Robert  Mur^diy*  British  Military  Government  was  represented  ly 
Oen  Robertson  and  Sir  lifilliaa  Strang.  The  discussions^  which  were 
lengtlor^  re«tQ.ted  in  the  formal  agreement  signed  by  Secretary  Byrnes 
and  Foreign  Minister  Bevin  on  2  Deceoiber  19U6,  idiieb  took  effect  on 
1  January  191*7 

The  Bymes-Bevln  agreenent  solved  the  problem  of  lagports  and  ex¬ 
ports  by  assigning  ec(aal  responsibility  to  each  of  the  two  governments. 
In^rte  were  divided  into  Category  A,  those  required  to  prevent  disease 
and  unrest,  and  Category  B,  additional  ijqsorts  required  to  achieve  a 
self-sustaining  econony  by  the  end  of  19U9*  The  proceeds  of  exports 
would  be  used  first  for  Category  B  imports  and  then  for  Category  A 
imports.  Ary  part  of  the  coat  of  Category  A  liqports  not  met  from  ex¬ 
ports  woTild  be  paid  by  the  two  governments  in  equal  shares  from  appro¬ 
priated  funds.  The  agreement  also  provided  for  the  settlaaent  of  ac¬ 
counts  under  the  prervLoiis  pooling  arrangement,  involving  a  stibstantlal 
payment  by  the  British.  The  agreement  also  provided  for  a  Joint  Export- 
Inq>ort  Agency  (JEIA)  responsible  for  determining  isqport  requirements  and 
adnlnlsterlng  the  ecxport-lnport  program,  for  the  opening  of  foreign 
change  accounts  by  a  Bipartite  Finance  Coamittee,  and  for  an  increase  in 
the  food  ration  to  1600  calorics  for  the  normal  consumer  as  soon  as  the 
world  food  supply  might  permlt.^^ 


1,  Decision.  171-73 

2.  Agreement  for  eoononio  fusion  of  United  Statea  and  United  Kingdom 
zones  in  Oemaniy  of  2  December  19U6.  Occupation  22li-27f  Dacade 
528-31, 
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The  Byrnee-Berln  agreement  was  short  and  did  not  go  into  details* 

In  negotiating  itj  the  State  Department  had  specified  that  the  disevui- 

sions  would  include  only  those  bisonnl  arrangements  that  needed  settle* 

ment  at  the  gowemment  levels  all  other  questions  being  left  to  the 

raspectiTe  Military  Qorez>nmegata  in  Berlin*^  The  agreement  did  establish 

a  continuing  Joint  Connittee  in  Washington*  but  its  responsibllltlea 

wars  limited  to  supporting  bizonal  import  requirements  before  alloca* 

i.lng  authorities  and  to  determining  sourcee  of  eupply  and  procurement 

agencies,  this  eoasRlttee  was  activated  during  the  latter  part  of 
2 

Oecember  19U6, 


The  Bizonal  Food  Orisia  of  19U7 

The  US  and  British  Zones  had  scarcely  begun  to  function  as  a  unit 
ifhen  there  arose  the  most  serious  food  crisis  yet  encountered.  The  Bi> 
zonal  Agreement  had  placed  the  United  States  food  reserves  in  a  coranon 
pool  and  the  British  had  no  reserves*  Qen  Clay  susvaarizes  the  food 
situation  In  early  19U7  as  follows ( 

"«  *  •  Qemany  experienced  the  most  severe  winter  in  many  ywars* 
vdth  its  froaen  waterways  closed  to  navigation.  Short  stocks  and 
transport  difficulties  made  distribution  most  difficult.  In  Washing* 
ton  we  were  bidding  for  supplies  through  a  joint  Anglo-AMrlcan  Com¬ 
mittee  formed  under  the  bizonal  fusion  agreement.  Here  we  ran  into 
one  of  those  strange  inconsistencies  which  ever  dogged  our  way  in 
Germany.  Despite  the  fact  that  reserves  from  our  zone  had  been  used 
to  arrest  shortages  in  the  British  Zone,  and  despite  eloquent  picas 


1.  Cable,  WESCA  ES  to  OTOllS,  WAR  81i61i7  of  1  Nov  h6,  CAD  Numerical 
File,  RQ  122,  DRB.  CONFIDSIITIAL 

2,  Cable,  WDSCA  iS  to  WCUS,  WAR  87'i--3  of  Hi  Dec  W,  CAD  Num)i<erlcRl 
File,  RQ  122,  ORB.  SECRET 
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for  aid  from  ny  British  colleague,  their  representati-ye  on  the  Joint 
coimnittee  in  Washington  opposed  us  until  British  requirements  vere 
'  met.  We  vere  txmcemed  because  we  believed  the  reserve  stocks  in 
the  United  Kingdom  could  be  diminished  safely  in  view  of  our  urgent 
need.  We  were  not  successful  and  the  authorlaed  allowance  in  the  bi¬ 
zonal  area  dropped  to  lOUO  calories  a  day  in  April  19U7.  Weighing 
teams  reported  malnutrition  at  what  proved  to  be  the  worst  stage  in 
postwar  Germany,  The  apathy  of  the  German  people  was  alarming."^ 


The  allocation  difficulties  were  compounded  by  a  shortage  of 
funds.  After  Gen  Draper,  then  Chief  of  the  OMGUS  Economics  Division, 
had  gone  through  the  food,  fertilizer,  transportation  and  petroleum 
budget  in  detail  with  officials  of  CAD  in  Wsishington,  it  was  evident 
that  tight  fisoaO.  planning  was  necessary,  even  with  an  expected  de¬ 
ficiency  appropriation. 2 


Congress,  however,  which  was  in  an  economy  mood,  threatened  to 
reduce  the  deficiency  appropriation  below  what  both  OMGUS  and  tho  War 
Department  considered  theibsolute  minimum.  As  Major  General  Daniel 
Noce,  who  had  succeeded  Gen  Echols  as  Chief  of  CAD,  cabled  to  Gen  Clay 
on  lU  :t'‘Bbruary  Ijli?:  "Despite  numerous  conferences  by  WD  officials 
>rf.th  key  members  of  Congress  there  is  still  a  marked  intention  to  make 
sharp  reductions,  particularly  in  civil  functions  including  occupied 
areas  civil  relief,"  Despite  strong  support  by  the  State  Department, 
the  War  Department  would  have  great  difficulty  in  obtaining  the 


1«  Dectaion  267-68 


I^r,  Brig  Gen  William  H.  Draper,  Jr,,  Chief  of  OMGUS  Economics 
Division  to  MaJ  Gen  Daniel  Hoce,  Director,  CAD,  WLSCA  Decimal 
File  Oil*  Germany,  16  Jan  1*7,  DRB,  RESTRICTED 
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miniraum  included  in  both  the  19U7  deficiency  appropriation  and  the  19U8 
GARIOA  allotment,^ 

Even  Gen  Elsenhower,  at  that  time  Chief  of  Staff  of  the  United 
States  Arruy,  had  to  devote  considerable  time  to  discussions  with  key 
Senators  and  Kepresentatives.  His  task  was  made  difficult  by  current 
congressional  critici.sm  of  unreasonably  large  civilian  employment  and 
lush  living  of  Military  Government  officials.  Members  of  Congress  wero 
Jjiolined  to  think  that  if  personnel  ootild  be  cut,  the  same  must  autO" 
matically  bo  true  of  food  allotments,^  At  the  r-^quest  of  the  War  Depart^ 
ment,  Gen  Clay  sent  a  cable  outlining  the  urgent  food  needs  of  bizonal 
Gertnarys 


SsoPrasident  Herbert  Hoover  undertook  a  second  mission  to  G6.Wi»f?>.T,t’ 
J.n  Pobruary  191^7  o  This  mission,  as  well  as  a  similar  mission  to  tho 
Pacific  Theater,  were  developed  as  a  means  of  coordinating  tho  offo:r-trt 
of  the  State,  Agricul.ture  and  War  Departments  to  solve  the  food  fuxd 
fertilizer  problems  of  occupied  territories.  It  was  also  hoped  to 
oocu'ro  bipartisan  support  for  the  food  program  and  to  satisfy 
on  the  need  for  recommended  deficiency  appropriations  and  appropriationn 
fo-,’  tho  fiacal.  yew  19li8o 


lu  Cable,  VJDSGA  ES  personal  from  Petersen  (originator  Gen  Nooo)  to 
CMJre  Berlin  for  Clay,  WARX  9213U  of  3h  Feb  hi,  CAD  Numericpi 
File,  DRB.  SECRET 
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There  vaa  some  initial  uncer*tainty  regarding  the  scope  of  the 
Hoover  mission*  The  Secretary  of  War  had  proposed  to  limit  the  mission 
to  food  and  fertilizer  problems*  Hoover »  however*  who  insisted  that  his 
invitation  to  rindertake  the  mission  come  direct  from  President  Truman* 
urged  that  the  frame  of  reference  be  broadened  to  that  of  a  general 
economic  a\arvey*  Although  the  Secretary  of  War  preferred  that  the 
mission  stay  out  of  the  br^s  rler  economic  field  covered  by  State  Depart¬ 
ment  negotiations  for  a  German  treaty*  the  President  decided  to  author¬ 
ize  an  "Economic  Mission  as  to  food  and  its  collateral  problans".  It 
was  understood  that  the  mission  would  cover  both  the  US  and  British 
Zones*  and  President  Truman's  invitation  was  seconded  by  a  note  to 
Hoover  from  the  British  Oovemmert.  The  mission  included  Dennis  A* 
Fitzgerald  of  the  Department  of  Agriculture  and  several  others  selec¬ 
ted  by  Hoover.^ 

While  Hoover's  recommandatlon  tliat  Congress  eppropriate  the  full 
sums  requested  for  food  and  his  insistence  on  a  higher  priority  for 
food  to  Germany  were  most  welcome  to  OMGUS,  his  detailed  proposals 
occasioned  some  disagreement,  A  feature  of  the  Hoover  plan  was  immedi¬ 
ate  shipment  of  228,000  tons  of  seed  potatoes,  to  be  paid  for  from  ex¬ 
isting  funds  pending  inclusion  of  their  cost  in  the  deficien(y  appropri¬ 
ation,  At  first,  OMuUS  agreed  to  have  the  potatoes  shipped  as  promptly 


1,  Cable,  OASW  from  Petersen  (originator:  Mr,  Tracy  S,  Voorhees)  to 
CG  USFSJP  personal  for  McNamey,  info  Gen  Cley,  V/ARX  909^9  of  30 
Jan  li7,  CAD  Numerical  Pile,  RG  122*  DRB.  CONFIDEMTIAL 
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as  possible,^  Vlhen  the  price' vae  quoted*  however,  OMGUS  felt  that  the 
potatoes  were  too  expensive* 

The  War  Bepartmoit  then  presented  the  seed  potato  question  to 
noover,  who  stated  his  opinion  that  the  benefits  to  be  derived  from  <'he 
pi’iisiram  more  than  offset  the  increased  cost.  To  this,  OTOUS  replied 
that  both  OMDUS  and  British  Military  Goverment  were  unwilling  to  ac¬ 
cept  the  extra  cost  of  the  potatoes  without  a  study  of  the  effect  of 

p 

the  purchase  on  the  total  food  program**^ 

On  I4  March  after  a  conference  on  the  Hoover  Report  in  the  Secro- 
■y-xw  of  war's  Office,  the  Secretary  decided  that  the  War  Department 
chou3.d  accept  and  carry  out  the  Hoover  program  as  a  thole,  as  the  best 
way  to  obtain  congressional  support  for  the  deficiency  funds  and  the 
fiscal  I9U8  budget.  It  was  not  considered  possible  to  select  only  part 
of  Iho  Hoover  program  and  still  obtain  congressional  approval. 

The  teleconference  reporting  the  Secretary's  decision  also  announced 
.llrfictivQS  for  the  procurement  of  175,000  tons  of  seed  potatoes  at  tho 
ptioe  that  OMGUS  and  the  British  had  rejected.  OMGUS  was  requested  to 
negotiate  for  British  support  for  the  potato  purchase.  When  a  little 


li.  Telecon,  WD  TT  7736  between  Gen  Noce  (CAD)  and  Col  W.  W,  Harris 
(OSW),  Washington  and  Mr.  Voorhees,  Berlin,  18  Feb  I47,  CAD  Numux-ii.- 
cHl  me,  RG  122,  DRB,  RESTRICTED 

Telseon,  WD  TT  7799 f  between  Gen  Noce  and  others,  Washington,  avid 
Gen  Draper  and  others,  Berlin,  1  Mar  U7,  CAD  Numerical  Pile,  RG 
1?I2,  DRB.  RESTRICTED 
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later  the  War  Department  requested  GICUS  comment  on  a  technical  phase 
of  the  Hoover  program,  Gen  Clay  replied:  "We  do  not  conment  on  War 
Department  instructions,"^  Aside  from  the  potato  question,  however, 
the  Hoover  program  was  generally  satisfactory  to  CSDTJS,  particularly 
the  release  of  kmy  10-in-l  rations  and  other  high-value  foods  for  the 
child  feeding  program. 

Hoover's  recommendations  resulted  in  raising  the  deficiency  esti¬ 
mate  for  "category  A  Items'*  (prevention  of  disease  and  unrest)  to 
$31,OCX),OCX5  more  than  the  previous  estimate  approved  by  the  Budget 
Bureau.  Qisuing  communications  between  Washington  and  the  theater 
were  largely  devoted  to  detailed  procurement  and  shipment  plans  In 
accordance  with  the  g  reater  emo\int« 

The  food  problem  was,  however,  far  from  solved.  As  wheat  remained 
in  short  supply,  OMGUS  was  forced  to  accept  larger  proportions  of  com 
(of  which  Germans  normally  consume  very  little)  than  desirable.  By  the 
end  of  March,  total  food  shipments  were  running  seriously  behind,  OMQUS 
reported  on  31  March  that  the  breadgrala  stockpile  would  drop,  at  the 
current  rate  of  depletion,  to  223»000  tons  by  June  19U7  and  that  a  mini¬ 
mum  of  660,000  tons  was  neoessai’y  to  prevent  a  breakdown  In  distribution. 
Furthermore,  the  severe  winter  had  reduced  local  food  collections.  The 
War  Department  was  unable  to  obtain  the  additional  at^iplies  necessary  to 

1.  Telecon,  WD  TT  7812,  Gen  Noce  and  others,  Washington,  Gen  Clay  and 
others,  Berlin,  5  Mar  U7,  CAD  Numerical  Pile,  RG  122,  DRB.  SECRET 
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avert  a  crisis  and  a  drop  in  the  norma?,  consumer  ration  to  lOi^O  calor¬ 
ies  a  day  for  April  19^7  became  unavoidable. 

The  obtaining  of  funds  and  allocations  was  further  hanqpered  by 
widely-publicised  criticism  of  the  Qerman  food  collection  system.  Only 
those  directly  concerned  with  occupation  administration  appreciated  the 
problem  involved  in  getting  Qennan  faraere  to  suLl  their  products  for  a 
curren<y  that  had  only  a  fraction  of  its  normal  purchasing  power.  As 
the  War  Department  reported  to  OICUS  on  28  April  19U74  all  countries 
requesting  allocation  of  food  from  the  International  Ehiergency  Food 
Council  were  reqpiired  to  give  assurance  on  their  food  collection  sye- 
toms.  Assistant  Secretary  Petersen  found  it  necessary  to  ask  for  a 
special  report  on  German  food  ooUeotions,  to  assure  the  Appropriations 
Oomalttees  of  Congress  that  ever?*  possible  effort  was  being  nade,^ 

S.i,nce  Secretary  of  Agriculture  Andersou’s  doubts  on  this  score  had  led 
him  to  resist  War  Department  requests  for  additional  allocations,  it 
was  finally  decided  to  Invite  hi^  to  Germany  to  see  for  himself.^ 

Secretary  Anderson's  visit  to  Germany,  made  in  July  19l*7  in  the 
company  of  Secretary  of  Commerne  Harriman,  convinced  him  that  tlie  Germf'' 
food  requirements  submitted  by  Military  Government  ware  genuine.  Thert  ’ 
after,  the  Department  of  Agriculture  took  a  more  fav  jrable  attitude  tovianl 


1,.  Cables,  WD  to  Bipartite  board,  Berlin,  WAHX  97058  of  28  Apr  kl} 
Petersen  personal  to  Clay,  WAR  98295  of  16  May  U7j  CAD  Numerical 
File,  DO  122,  DRB.  CONFIDmiAL 

2.  Cable,  WD  to  0’"’>USs,  WAR  99872  of  10  June  i,7,  CAD  Decimal  File, 

KG  122,  DPI.  SECRET 
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CM3US  requests.  The  efforts  of  ex-President  Hoover  as  well  as  the  per¬ 
sonal  Impressions  gained  by  a  number  of  Congressmen  lAio  visited  Germany 
in  19U7  overcame  the  budgetary  problem.  Food  Imports  on  a  greatly  in¬ 
creased  scale  began  to  arrive  in  August  19U7» 

In  the  summer  of  19U7>  however,  a  severe  drought  reduced  the  ex¬ 
pected  Qeman  food  ylbld  by  20  per  cent.  The  American  com  crop  dropped 
233  million  bushels  below  estimates,  and  the  World  Cereal  Requirements 
Conference  held  in  Winnipeg  in  August  19U7  emphasized  that  the  19lt7 
grain  orop  would  not  feed  the  world.  dCUS  was  warned  that  it  might 
have  to  demonstrate  the  effeotiveness  of  the  German  food  collection 
system,  and  the  principle  of  selling  German  e  xports  for  dollars  was 
waived  to  the  extent  that  food  could  be  obtained  through  barter.  The 
problem  was  no  longer  one  of  money  t  The  War  Department  plazuied  to  spend 
the  19U7  appropriation  at  an  accelerated  rate  and  to  apply  for  defici¬ 
ency  funds  to  raise  the  normal  ration  to  1800  calories.  Yet  available 
supplies  would  not  permit  even  the  original  l550-calorle  ration  to  be 
met  for  some  time.^  Under  Secretary  of  War  William  H.  Draper,  Jr.,  who 
had  transferred  from  OMGUS  to  take  this  position,  urged  Gen  Clay  to  take 
new  measures  to  tighten  the  collection  system,  to  provide  supplies  to 
farmers  who  met  quotas,  and  to  improve  transport.^ 


1.  Cable,  WDSCA  SUP  to  CINCEUR  Berlin,  WARX  85U06  of  30  Aug  U7,  CAD 
Numerical  File,  RQ  122,  ERB.  SBCKBT 

2.  Approved  report  on  coal  production  as  citvd  in  CABLE  WAR  8599U  of 
10  Sept  U7  from  Draper  to  CINCEUR  for  Clay  personal,  CAD  Numerical 
File,  RQ  122,  DRB.  CONFIDENTIAL 

VIII-32 


SECRET 


BEST  AVAILABLE  COPY 


mm 

i>.i:  ■J.'V'j  tha  f»3Ll  of  19U7  the  food  situation  in  Oermamgr  laproved 
-"TRcJraUj,  in  spite  of  a  continued  tight  world  supply*  At  the  end  of 
iiha  jeer  the  Departraent  of  the  Army  appointted  Tracy  Toorhsas  to  the  new 
position  of  Food  Administrator  for  the  Occupied  Areas*  giving  him  over- 
ridJjig  authority  over  all  phases  of  the  food  problem*  The  problem  of 
gatting  the  maximum  food  from  German  farmers  remained  a  thorny  one*  As 
Con  Clay  pointed  out  in  a  teleconference  on  the  last  day  of  19U7>  "I 
oan  only  do  ny  beat  on  collecting  food  in  Oermany*  I  know  police 
measures  won't  do  it  and  if  they  ore  used  somebody  else  will  have  to 
use  them.*^  Indeed*  the  problem  of  food  collections  was  never  satis- 
i'nctorily  solved  so  long  as  there  was  no  money  that  the  farmers  con- 
j'ldered  worth  having* 

'iHE  MOSCOW  MEBTINO  OF  THE  COUNCIL  OF  FOREION  MINISTERS 

'.'ho  Control  Coiu>eil  and  the  Deputies  Report  Only  Disagreement 

The  only  agreement  reached  at  the  New  Terk  meeting  of  the  Coir  t  ""J 
of  Foreign  Ministers  (CJM)  in  Novaomber-Deoeniber  I9I16  was  to  hold  r:  o-'  b 

I 

rtr Siting  In  Moscow  on  10  March  19U7*  For  this  meeting  the  Allied  ('■ 
Couidl  Tjas  directed  to  prepare  a  comprehensive  report  on  all  pb* 
ocenpotion  administration.  This  report  was  intended  to  Indiceto  v- 
d'/f  roroncoa  that  could  not  be  settled  in  Berlin*  thus  defining  t’oo  ‘1 
to  b3  discussed  at  Moscow.  At  the  same  time*  deputies  of  the  Foir? 

T<ilocon,  WD  Washington  (Oen  Draper)  and  0MCU3  Berlin  (Oen  Clfv?)/ 

TO  number,  OMOUS  telecon  file*  31  Dec  li7*  KCRC.  SECROT 
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Ministers  vere  to  meet  in  London  to  hear  the  views  of  various  Allied 
states  and  to  consider  questions  of  boundaries}  the  Ruhr  and  the  Rhine¬ 
land}  a  disarmament  and  demilitarisation  treaty  3>roposed  by.  the  United 
StateS}  and  an  eotpert  report  on  the  coal  problaa.^ 

Both  reports  showed  the  very  limited  extent  to  which  all  four 
powers  agreed  on  occupation  policies.  This  area  of  agreement  had  been 
ilargely  exhausted  by  the  series  of  negative  decisions  (danaaifl cation} 
elimination  of  war  potential}  restriction  of  economic  activity}  etc.) 
produced  by  the  Control  Council  in  I9U6,  The  four  powers  had  also 
agreed  to  abolish  the  state  of  Prussia}  that  agreement  which  was  af- 
firmed  by  Control  Council  Law  No,  1*6  of  25  February  19U7» 

In  the  Allied  Control  Authority  report  of  25  February  191*7}  the 
synopsis  of  the  economic  section  was  largely  devoted  to  points  of  dis¬ 
agreement}  which  were  suramarized  as  follows » 

"The  Soviet  Delegation  maintains  the  principle  of  economic  unifi¬ 
cation  but  cannot  agree  to  Its  implementation  at  the  present  time  be¬ 
cause  (1)  the  progress  of  reparations  la  unsatisfactory}  or  (2)  because 
each  zone  does  not  have  a  positive  net  balance  of  exporto  over  imports} 
or  (3)  because  there  has  been  no  agreement  on  an  overall  production 
plan  for  coal  and  other  industries, 

"The  French  favor  eoonomio  unification  but  are  unviilling  to  dis¬ 
cuss  central  Oerman  administrative  agencies  that  are  necessary  for  its 
implementation. 


1,  Decision  ijp  11*1-1*5. 

2,  Wells }  "State  Government}"  in  Governing}  p  87.  Prussia  had  al¬ 
ready  been  abolished  de  facto  by  the  establislment  of  successor 
states  in  all  four  zones. 
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"The  British  In  no  way  participated  In  the  preparation  of  this 
statenent  but  hare  indicated  general  agreement  with  the  US  reconen- 
datlona*" 

The  report  vent  on  to  0uiiimax*lze  the  unilateral  United  States  recosniten- 
datlons  for  (1)  common  use  of  Indigenous  resources  by  the  Germans  with 
agreement  on  Allied  requirements  to  be  drawn  from  the  Gexman  econottyj 
(2)  pooling  of  export  proceeds  and  paying  the  trade  deficit  to  permit 
necessary  imports j  (3)  central  German  agencies,  elimination  of  Inter¬ 
zonal  trade  barriers  and  establishment  of  a  provisional  govanonentj 
(1()  elimination  of  reparations  In  hind  at  least  until  eocporta  could 
pay  for  Imports,  and  rapid  removal  of  surplus  industrial  equipment; 

(5)  financial  reform;  and  (6)  freedom  for  trade  unions,  freedom  of 
press  and  radio,  and  freedom  of  organization  for  political  parties,^ 

The  section  on  central  German  agencies  was  limited  to  a  history 
of  negotiations  in  the  Control  Council  with  an  appended  bilateral  US /UK 
statement  and  unilateral  French  and  Soviet  declarations.  This  part  of 
theieport  is  summarized  in  the  synopsis  as  follows  i 


"II,  Points  of  Agreement t 

No  agreement  has  been  reached  on  any  of  the  proposals  for 
creating  these  German  agencies.  The  British  and  U,S.  delegations  have 
supported  every  such  proposal  unreservedly.  The  French  have  consistent¬ 
ly  objected  to  every  proposal  for  said  agencies.  The  Soviet  have  con¬ 
sistently  supported  the  principle  of  creating  Central  German  Administra¬ 
tions,  but  they  have  stated  that  until  the  five  principal  agencies 


1,  Paper  ASEC  (1*7)  15ii»  "Report  to  the  Foreign  Ministers  from  the 
Allied  Control  Authority,  in  Germany,  2$  Feb  1*7,  excerpted  in 
Documents  on  Unity,  p,  26, 
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specifically  called  for  in  the  Berlin  Protocol  are  established  they  are 
not  in  favor  of  establishing  the  lesser  ones. 

III.  Agreements  already  reached  on  action  to  be  taken  by  the  Allied 
Control  Authority* 


NIL 

TV.  Agreed  Reconmendations  to  CIM* 

HIL"^ 


As  for  the  report  of  the  special  deputies,  it  is  sufficient  to  note 

Oen  Clay's  statement  that*  "Their  field  of  disagreement  was  so  broad 

that  they  were  unable  to  agree  to  a  report  on  their  disagreement,  and 

confined  their  joint  r^ort  to  sunmarizing  the  views  of  the  Allied 

Nations  as  presented  to  them."  The  report  Itself  lists  the  following 

subjects  as  not  agreed* 

Export-ln^rt  Plan 
Sharing  of  Import  Deficits 
Financial  Reform 

Subjection  of  Resources  in  Qenoany  to  Qeman  Law 

Occupation  Forces  and  their  Requirements 

Freedom  of  Movement 

Control  of  the  Ruhr 

Annulment  of  the  Bizonal  Agreements 

Economic  Decentralization  and  Decartelization 

Allied  Control  over  Internal  Allocations  in  Oermany.^ 


The  OS  Delegation  in  Moscow  as  a  Source  of  American  Poligy 

The  Moscow  meeting  of  the  GEM  produced  agreement  on  only  one  ia^ 
portant  subject*  a  directive  to  the  Control  Council  to  conqplete 


1,  Documents  on  Unity,  p  27 

2.  Decision,  p  li*3*  CFM/U7^f/li*8,  "Report  from  tlie  Deputies  to  the 
Council  of  Foreign  Ministers,"  Parts  I  and  II,  23  Apr  U7,  excerp¬ 
ted  in  Documents  on  Unity,  p  35* 
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flonuslflcatJlon  ns  rapidly  ae  poraiblo  and  to  make  tha  German  authorities 

I  , 

rt'iponfll.ble  for  le(?ia].otioTi  to  conV  tho  Control  Coundl’s  dlrao- 
tiTOfl  (ntanbars  Zh  and  30)  on  dcnasiflcation.^  Otherwise,  the  meeting 
produced  as  little  "fpreemont  on  Qcrmnny  as  thoW  vhlch  preceded  it  and 
those  that  followed  it* 

The  Mob COM  CFM  was,  however,  of  major  impc^tance  in  the  shaping  of 

ry  opporlun« 
hington  agen- 

c'.ea  and  OHDUS,^ 


oocupntion  policy.  It  afforded  at  leant,  a  tempor'i 
li;/  for  an  unprecertonted  degree  of  coordination  between  Wni 


In  preparation  for  tho  Moscow  CFM,  the  functional  divisions  of 
Ot^nuS  had  prepared  31  neptriraie  papers  projecting  the  United  Statee 
position  on  the  various  phenes  of  economics Vneludlng  reparations  and 
foreign  trrde,  Oenwin  government,  donas if 1 cation  and  other  subjects* 
These  were  coordinated  within  0I1CTO  and  ftmished  to  the  War  and  State 
iiepartmontai  the  latter  had  also  prepared  a  compi ehenslve  set  of  papers* 

Unfortunately,  the  State  Departmont  had  accepted  only  in  theory 
Con  Clay's  offer  of  11  June  19l)6  for  "the  closest  posolble  liaison  and 
coordination  between  Wnrhington  and  Borlln."  OMTiUS  received  the  papers 


1.  CFM/I17/HAI48,  Four  Powor  Arrreoment  on  Denesification,  f  sprinted  in 
Summary  of  Multipartite  Agreements  and  D1  (Agreements  on  Germany, 
rnriaert  anil  auppi'wnent^  i^ltion,  Srpt  6(),  Office  of  killtaiTr 
Rovrmmunt  for  Germany  (U3),  Part  I,  p  107,  WiB,  RKiTRICTKD 

I 

2*  0cm  Clay  plvoa  an  excellent  narrative  decision  of  this  process  on 
pp  lli5**53  of  necinlon. 
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prepp.rod  in  the  Depurtment  of  SUU  only  flvo  days  bnforo  tho  start  of 
the  Moscow  Conference.  The  State  Department  group  proceeding  to  Moscow 
stopped  only  for  two  days  in  Berlin.  It  was  Inposslble  during  this  short 
time  to  resolve  the  OMOUS  and  State  papers  into  a  single  series. 

The  US  Delegation  in  Moscow  included  OMOUS  economics  eacperts  under 
BrlgJl4tH-^»t*r  Maj  Oen)  VUlliam  H.  Draper,  Jr.,  Economics  Adviser,  as 
well  as  specialists  in  governmental  affaire  und^r  Director  (Brig  Oen) 
Henry  Parkman  of  the  OMOUS  Civ«l  Administration 't^slon.  At  the  invi¬ 
tation  of  Secretary  Marehall,  Gen  Clay  Joined  tho  delegation.  There 
were  numerous  disoussiona  and  disputes  between  the  OMOUS  and  State  De¬ 
partment  members,  some  of  which  approached  the  acrimonious.  These  dis- 
putee  had  to  be  and  they  were  resolved,  for  the  US  Delegation  had  to 
function  as  a  unit  and  to  introduce  statements  of  the  United  States 
position  on  a  variety  of  subjects. 

The  work  conducted  on  the  spot  in  Mo3<^  by ‘members  of  tho  State 

I 

Department  and  OMOUS  sta^Tfs,  consisting  largely  of  reconciling  the  posl- 
tio»'  papers  of  the  two  agencies,  rccultod  in  a  series  of  statements  made 
by  Secretary  of  State  Marshall,  as  well  as  US  papers  introduced  formally 
At  tho  conference.  These  developed  ani  amplified  United  States  policies 

I 

1  I 

far  beyond  what  had  been  achieved  in  the  past.  Purthermojre,  they  pi^>- 
jneted  these  policies  in  temie  of  the  O'mlng  o  -lentallon  of  US  foreign 
policy,  which  was  forced  at  Moscow  to  accept  the  ^act  of  aggressive 
Sovrint  aims  in  Europe. 
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In  tertns  of  long-r«ig«  occupation  policy^  the  main  importance  of 
the  Moscov  CFH  lay  In  the  unilateral  work  of  the  US  Delegation.  Particu¬ 
larly  in  the  fiel<<  of  econottrica.  policy  papers  written  at  Moscow  served 
as  authoritative  guidance  for  0H3US,  not  only  in  the  further  deliberations 
of  the  Control  Council  but  alec  in  the  management  of  the  blaonal  econony 
and  in  negotiations  leading  to  trizonal  fusion. 

US  Economic  Policies  Stated  at  Moscow 

The  American  concept  of  the  economic  unity  of  Cermany  was  explained 
by  Secretary  Marshall  in  the  plenary  et'^ssion  of  the  C?M  on  1?  March  19U7* 
This  statement  embodied  the  experience  of  Military  Govertanent  in  the  Con¬ 
trol  Council  and  reflected  the  thinking  contained  In  current  caCUS  papers. 
German  economic  unity,  as  the  Secretary  defined  it,  required  the  realiza¬ 
tion  of  six  principles,  summarized  here  as  follcwst 


1.  The  Common  Use  of  Indigenous  ResoTU'ces,  ELimlnation  of  zonal 
economic  ^undarles,  common  ration  scales  and  allocation  of  scarce  com¬ 
modities,  agreed  basis  for  use  of  German  resources  by  all  occupying  forces, 
foreign-owned  industries  to  be  subjected  to  same  controls  as  Oeman-owned 
industries. 

2.  Export-Import  Plan.  Consolidated  plan  for  all  eocports  and  im¬ 
ports,  paymient  for  all  ea^orts  other  than  agreed  reparations,  sharing 
costs  of  importing  food  needed  to  prevent  starvation,  \mtil  Oermary  can 
pay  for  own  Imports. 

3*  Relations.  Recognition  of  relationship  among  export  plan, 
level  of  industry,  economic  unity  and  the  program  for  removal  of  indus¬ 
trial  capital  equipment  as  reparatloxis. 

U>  Financial  Reform.  Creation  of  new  money  accepted  as  having 
real  value. 

Freedom  of  Movement.  Zonal  boundaries  to  be  only  lines  of  de- 
maroation  for  occupying  troops  j  all  German  and  Allied  personnel  to  have 
free  moveaMnt  throughout  Germany. 
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6«  Central  Geiman  Adminiatratlve  Agencies*  To  be  established  as 
provided  In  Potsdam  Agreement)  with  addition  of  Food  and  Agricvilture 
Agency  reconraended  by  Allied  Control  Authority, 

With  the  foregoing  statement.  Secretary  Marshall  introduced  a  pro¬ 
posal  for  a  detailed  directive  to  the  Allied  Control  Authority,  providing 
for  meeting  the  requiirements  for  economic  unity  and  empowering  the  central 
agencies  and  the  German  Land  Governments  to  deal  with  each  other  directly 
without  the  intervention  of  any  occupying  authorities.  Control  of  the 
zone  commanders  over  the  central  agencies  would  be  exercised  only  through 
or  as  directed  by  the  Allied  Control  Authority,  which  would  issue  the 
necessarj'  policy  directives  for  the  guidance  of  these  departments,^ 

On  31  March  3.9li7  Secretary  Marshall  made  a  statement  on  economic 
principlns.  He  rejected  the  Soviet  proposal  for  reparations  from  current 
production,  pointing  out  that  the  Potsdam  Agreement  for  economic  unity 
was  not  dependent  \;pon  this  proviso,  "It  looks  very  much  to  us,"  he  said, 
"as  thoui^h  the  Soviet  Union  is  trying  to  sell  the  same  house  twice,"  He 
also  refused  to  accept  the  French  demand  for  "export  of  coal  in  conformity 
with  the  demands  of  the  French  Government"  as  a  condition  for  economic  uni¬ 
fication,  The  Uni.ted  States  did  not  agree  with  the  French  contention  that, 
after  satisfaction  of  French  coal  demands  and  limitation  of  German  steel 
capacity  to  7^  million  tons,  reparations  could  still  be  provided  from 
current  production.  Nor  would  the  United  States  entertain  the  Soviet  pro¬ 
posal  to  balance  German  trade  arbitrarily  reducing  imports  and  thus 


lo  Sinnmrized  from  C^/U7^?/26  and  27,  17  >lar  U7,  These  documents  are 
reprinted  in  full  in  Story  in  Documents,  pp  liUl-)i5j  extracts  appear 
in  Documents  on  Unity,  pp  3^37» 
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loMvrliig  th«  per  oepite  food  intake, to  1100  calories  per  day*  "The 
ttalted  Statee^*  said  Secretary  Marshally  "is  opposed  to  pbllcles  idilch 
will  continue  Oenuiqr  as  a  oon^Mted  alua  or  an  economic  poor  house  in 
the  center  of  Europe."^ 


A  few  days  later  the  Secretary  urged  the  revision  of  the  Levttl-'Cvf  • 
Industry  Plan  ad<^ted  by  the  Oontrol  Council  on  26  March  19^6,  to  ac¬ 
count  for  the  following  ooiiDideratl  ons  t 

"1*  The  maintenance  of  a  tolerable  standard  of  living  for  Ir.A 
Oeman  people^  as  provided  in  the  Potsdam  igreement^  witliout 
assistance^  making  ade<)uate  provision  fori 

(a)  The  population  of  Qemany  foreseen  in  19h9t 

(b)  The  possible  loss  to  Gemany  of  eadsting  resources 
(e.g.j  the  Saar}j 


r!-  Tr.tftrr.ai  incviisis iencdes  in  the  plan*  such  as,  for  era^;p‘!.  .!„ 
the  shortage  of  power  to  meet  planned  requirements,  the  inadequacy  of 
planned  proviaiona  for  certain  baalo  ehendeals,  soma  fertiliser.}, 
possibly  steel, 

3,  The  peacetime  requirements  of  European  countries’  Av.;c  i 
products  and  trade  revival," 

The  United  States  was  willing  to  consider  limited  repai’atlons  Trew  i.to  .  • 
production,  but  only  to  the  extent  necessary  to  oompeneate  for  plants  m  b 
glnally  destined  for  resMval  but  retained  in  order  to  increase  the  level 
of  indoatry,^ 


1,  CFKAV/^/88»  Statement  by  the  US  Delegate  on  Economic  Principles, 

31.  Mar  U7,  Story  In  Documente*  pp  excerpts  in  Documente  on 

Unity,  p  k2t  ■  '  . 

2,  Statement  by  Sec  Marshall  on  "Level  of  Industry  and  Reparations  fyom 

current  production,"  Story  in  Documents,  p  IdO,  It  should  be  noted 
that  at  the  following  Cm  (lleceediier  London),  the  United  States 

rejected  absolutely  the  provision  of  reparations  fron  current  produc¬ 
tion. 
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us  OovemmantAl  PolleleB  Stated  At  Moacofir 

In  a  statement  on  the  US  conception  of  demoeraoyj  Secretary  Karshall 
made  it  plain  that  the  United  States  would  Insist  on  effectlTS  guarantees 
of  cItU  rights.  For  Oemtanyt  reconstruction  on  a  deaworatio  basis  meant 
protection  of  the  lnd:lvidaal  from  arbitrary  i>ollee  action,  free  organisa¬ 
tion  and  activity  of  political  parties,  freedom  of  trade  union  organisation, 
freed(»B  of  the  press  and  radio,  and  free  movement  of  persons  and  goods 
throughout  Germany.  In  another  paper,  a  proposed  directive  to  the  Control 
Council  on  establishment  of  a  provisional  govenmnent,  the  Secretary  de¬ 
veloped  in  more  detail  the  principles  of  democracy  and  decentralisation. 
Th*ve  were  stated  substantially  in  the  form  reconnended  by  Gen  Clay  in 
tils  policy  sunmazy  of  I9  July  191)6  and  repeated  in  the  OHQUS  directive 
of  30  September  191)6  governing  relations  between  the  military  and  civil 
governments  in  the  US  Zone.  The  directive  also  outlined  certain  require¬ 
ments  on  which  the  United  States  wo\ild  insist  in  passing  upon  a  permanent 
German  federal  constitution:  (1)  control  of  electoral  processes  by  the 
Laenderj  (2)  an  Independent  judiciary  with  power  to  settle  disputes  be¬ 
tween  the  Laender  and  the  central  government  and  to  protect  constitutional 
rights;  (3)  limitation  of  the  legislative  powers  of  the  central  government; 
and  (1))  administration  of  federal  lavs  by  the  Laender  so  far  as  po8Bible«^ 

1.  Proposed  Directive  to  Allied  Control  Council,  Central  German  Provisional 
Government,  CIM/1)7AA9>  22  March  19U7,  reprinted,  StoCT  in  Dociments. 
pp  189-90,  Documents  on  ^ty,  Rp  1)0-1)1,  Directive,  bffice  of  Military 
Government  for  C^ermany  (tjB;,  "RriatlonsWps  between  Military  and  Civil 
Government  (US  Zona)  Suteequent  to  Adoption  of  Land  Constitutions," 

30  September  19U6,  reprinted  in  Story  in  Documents,  pp  155-57, 
Occupation,  pp  11)6-1)9. 
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These  provislona  had  been  Included  In  OHQUS  papers  prepared  for  the 
Moscow  cm* 

There  were*  of  ooursey  alternate  ways  of  setting  up  a  Oenuua  pro- 
Tlslonal  gciifernasnt*  GMQOS  presented  two  proposalsi  both  of  which  pro- 
Tided  that  the  provisional  goremMDt  be  built  upon  the  Laender  and 
subject  to  popular  control  and  that  the  provisional  govemaent  draft  a 
permanent  constitution  to  be  revised  by  an  elected  convention  and  rati¬ 
fied  by  popular  vote.  OICUS  Paper  No.  1*  based  on  a  plan  developed  by 
the  Mlnlsters-President  of  the  US  arid  British  Zones  at  a  conference  in 
Brenen  in  October  19lt6>  provided  for  a  German  National  Council  consist¬ 
ing  of  the  Hinlaters-Preeident  of  the  Laender*  The  Council^  would^  sub¬ 
ject  to  disapprove!  of  the  Allied  Control  Author! ty»  appoint  the  heads 
of  tha  central  adudnistrative  ageTicie8>  who  would  fom  an  Executive 
Council*  OH3US  Paper  No.  2  presented  an  alternate  plan  calling  for  a 
Council  of  States I  consisting  of  six  repressotativee  from  each  Land 
elected  by  the  Land  assemblies  in  proportion  to  party  strength*  In  this 
case,  the  heads  of  executive  agencies  would  be  elected  by  the  Council  of 
States  or  the  Allied  Control  Authority,  depending  on  the  extent  to  which 
the  provleional  German  goverxassnt  was  to  be  regarded  as  an  agent  of  Mili¬ 
tary  Government*  Vhlle  paper  No*  2  specified  that,  the  executive  wo\ild  not 
be  eribject  to- overthrow  by  the  Council,  neither  paper  indicated  a  method 
of  removing  agency  heads  once  installed* 

The  Department  of  State,  idiich  had  consulted  QMGUS  governmental  ex¬ 
perts  through  USFdAO,  elio  prmented  two  plans  for  provisional  govenmient 
as  alternatives  in  e  single  paper.  These  were  the  same  u  the  (MQUS  plans, 
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axcept  that  the  CounoLl  of  States  vould  have  20  menbeore  e.\ch  for  the  US^ 

IJK  and  So^et  Zones  and  10  HaDbers  for  the  French  Zone,  plus  one  additional 
MsdMT  appointed  b7  Moh  Land  genrerment.  The  plan  finally  seleeted  for 
prestaatation  to  the  GIM  was  Plan  Ho.  !«  calling  for  a  Gennan  National  Coun> 
oil  oonslstlng  of  the  Minister8>Pre8ident»^ 

is  it  turned  outj  the  establishment  of  the  Economic  Council  for  the 
Bisone  followed  more  closely  (though  not  exactly)  Plan  No.  2.  The  subse¬ 
quent  formation  of  a  West  German  government  proceeded  qjiite  independently 
of  the  then  eodsting  bizonal  organization^  but  in  accord  with  the  politi¬ 
cal  thinking  developed  in  the  CMIUS  papers  for  the  Moscow  CFH  as  well  as 
later  CMGUS  writings  on  constitutional  subjects. 

In  still  another  paper,  on  international  control  of  the  Ruhr,  Secre¬ 
tary  Marshall  made  the  point  that,  while  international  control  to  assure 
equitable  and  non-dis criminatory  distribution  of  coal  and  steel  produced 
by  the  Ruhr  was  desirable,  such  arrangements  "should  not  interfere  with 
German  responsibility  for  the  management  and  operation  of  Germany’s  re¬ 
sources. 


1.  QMGUS  papers  Nos.  1  and  2  and  State  Department  paper  on  provisional 
German  government,  Moscow  CEM,  ''’Sunnaiy  of  US  Statements  on  German 
Government,"  0M3US  Civil  Administration  Division  (duplicated),  KCRC. 
SBCHBT  State  Dept  cable  329  fron  USPOIAD  Berlin  to  Sec  of  State, 

7  Feb  U7,  WDSCA  Decimal  File  Dili  Germany.  RO  122,  DRB.  SECRET 
Bremen  Conference  of  Qovemment  Chiefs,  h  and  $  October  I9I46,  Reso¬ 
lution  No.  3,  German  Laenderrat  and  German  Volksrat,  reprinted  in 
Occupation,  pp  228-29. 

2.  Statement  by. Sec  Marshall,  International  Control  of  the  Ruhr,  Moscow 
Session  of  CFM,  10  Apr  U7»  reprinted  In  Story  in  Documents,  pp  329-30. 
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THE  mi  BASIC  SZRECTI7E  (JCS  1779) 

Th*  gviaral  rcrlaion  of  JCS  1067/6  had  boon  on  tho  ogondo  of  tho 
SMNCC  Sviboo«ad.ttoo  for  lorepo  oineo  17  Soptaadbw  19li6|  but  ootirlty  hod 
boon  suopondod  fron  Doeanibor  19lt6  until  oftor  tho  Moaoov  C7H*  Aa  It 
baoana  opparont  that  tho  Counoli  of  Foroign  HLnlatora  would  produoo  no 
algnlfloant  Alllod  ogroanantaf  tho  rovlalon  of  JCS  1067  waa  onoo  laoro 
taken  In  hand* 

The  SbHOC  Draft  of  11  April  19U7 

A  working  party  of  tho  SWHCC  Suboouanlttoe  for  Europe  prepared  tho 
draft  of  the  rerlaed  dlroctiwo*  taking  into  account  the  US/UK  blaonal 
•groenent  aa  well  aa  the  polioloa  enunciated  by  Secretary  Bymoa  at 
Stuttgart  and  ao  far  by  Secretary  Marahall  at  Moacow*  There  were  no 
major  points  of  dLeagreement  between  the  State  and  War  Department  mem^ 
bore  of  the  working  i)arty,^ 

The  draft  was  introduced  in  the  State-War-Navy  Coordixuiting  Coph 
nittee  by  the  State  nenber  (Gen  Hilldrlng)  On  11  April  19U7  with  a  re¬ 
quest  for  priority  consideration*  Gen  Hilldrlng  notedi  "This  paper 
has  to  a  large  esctent  been  approved  by  the  working  party^  but  in  order 


1*  Brief  by  Duilel  C«  Fahey^  Chief  of  Planning  Branchi  CADf  Subjectt 
327/3  Revision  of  Directive  to  Conmander-in-Chief  of  US  Forces  of 
Occupation  re  the  Kllltary  Government  of  Gexnangr,  20  May  19U7> 

CAD  SWNCC  327/3  FUOj  RG  122,  DRB. 
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to  expedite  final  action^  I  should  like  to  present  this  paper  to  the 
Cemdttee  without  waiting  for  final  concurrence  by  the  European  Sub- 
eoHBittee.''^ 

la  oooqpared  with  later  Terslons  of^  SWCC  327«  which  beoans  JGS  1779* 
the  draft  of  11  April  still  tended  to  etqphasiie  the  original  policy  of 
seeking  to  attain  US  objectives  in  Oermany  through  quadripartite  agree* 
■ent*  A  paragraph  entitled  "Relations  Between  the  Control  Council  and 
Military  Qovemment  in  the  U*S*  Area  of  Occupations*  superseded  in  later 
versions  by  that  entitled  "Authority  of  Military  Qovemment"  (Paragraph 
2  of  JCS  1779)*  began  by  directing  the  Military  Oovemor  to  "continue  to 
seek  through  the  Control  Council  quadripartite  agreeaient  on  policies  and 
procedures  on  all  matters  which  affect  Germany  as  a  Wiole."  Where  quad¬ 
ripartite  agreement  was  not  feasible s  the  Military  Governor  was  either  to 
institute  appropriate  measures  in  the  US  Zone  or  coordinate  economic  poli¬ 
cies  and  procedures  "with  other  Military  Commanders  in  a  position  to  col¬ 
laborate  with  you  for  this  purpose." 

The  provisions  on  government  began  by  stating  that  the  United  States 
wished  "a  reaffirmation  of  the  tradition  of  federalism”  in  Germany.  The 
US  CoDinander  was  instructed  to  support  in  the  Control  Council  proposals 
for  the  reconstitution  of  the  Laender,  considering. both  historical  tradi¬ 
tion  and  modem  needs. 


1.  SWHCC  327A*  note  by  the  Secretaries,  "Renrlslon  of  Directive  to 
Coianander-ln-Chief  of  US  Forces  of  Occupation  regarding  Military 
Government  of  Germany,"  li*  April  191*7,  CAD  SWNCC  327/3  File,  HO 
122,  ISB.  CONFIDENTIAL  , 
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Tha  •action  of  the  draft  on  raparatlona  raaf finned  the  Laaal-of- 
Ixiduati7  Afpraanaat  of  28  March  2$h6,  idth  the  provlao  that  capacity  in 
•xoaaa  of  tha  laral  provldad  therein  would  not  neoesaarily  be  ellalnated 
\mtll  the  other  provialone  of  the  Potedaa  Agreeawnt  should  be  fulfilled. 

In  the  neantl  ne,  Milltazy  Ocnrernunt  would  proceed  with  reperatiOD  de- 
llTeries  free  the  tIS  ZonSf  but  would  not  ocn^ete  the  deUrerles  under 
the  Lerel'^f-lndustrT'  igreeewnt  or  wake  deliTerles  which  would  Increase 
support  required  from  the  United  States.  After  the  period  of  reparation 
rsMovals,  the  Geman  people  would  not  be  denied  the  rlght>  consistent 
with  continued  dlsanuiBent«  to  derelop  their  resources  to  achlere  a 
higher  standard  of  living.^ 

Aside  from  the  aspeots  Just  discussed^  the  draft  revision  of  11 
April  I9U7  was  substantially  the  same  as  the  I6  May  19li7  drafts  known 
as  SWrcc  327/3* 

A  Rerleed  Draft  Incorporates  a  New  Occupation  Policy 

SHMCC  327 bhe  draft  of  11  April  19li7*  was  considered  by  the  main 
ooeedttee  of  SWCC  but  on  6  May  19li7  was  referred  back  to  the  Subcosanittee 
for  Morope  at  Gen  Hilldrlnt'e  request  ”fbr  revision  in  the  light  of  recent 
developeients.''  It  is  evident  that  these  "recent  dsvelopiunts"  Inoliided 
the  negotlatlonB  then  being  conducted  with  the  British  for  the  strengthexir- 
ing  of  the  blxonal  econonie  organisation.  Another  "recent  develepnent" 


1.  SHNCC  327 A»  "Revision  of  Bireetlve  to  Comtiander-ln-Chlef  of  U.S, 
Forces  of  Occupation  regardixig  Milltazy  Government  of  Germany* 
lii  April  19U7i  cab  SWOC  327/3  File,  RG  122,  BRB.  OONFIBENTIAL 
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HU  the  return  of  Seoretery  Marehell  fras  tiosoovt  he  bed  stopped  on  25 
in  Berlin  to  telk  ulth  Oen  Clay,  sad  had  inetructed  Clay  "to  pro¬ 
ceed  ulgoreuely  with  the  etrangthening  of  the  bieooal  organlutloa  in 
oonjunctlon  ulth  Robertson}  and  to  aatpedLte  the  upmrd  reelsion  of  the 
leral  of  bisonal  Induetiy  to  Insure  the  eelf-sxiffloianay  of  the  area*"^ 


The  SWCC  Subecaadttee  for  Borope  ooe^eted  ita  revlslcos  of  the 
11  April  draft  by  16  May  1$kl»  end  they  vare  circulated  to  SWCC  under 
the  nndaer  327/3*  The  State-War-Hanry  Coordinating  Ccandttee  then  pro¬ 
ceeded  to  Bake  aone  rerleloBS}  uhieh  ware  eireulated  as  a  "oorrigandiiB*” 
The  changes  so  aade  «erO}  howereT}  aore  than  aere  corrections.  They 
coaqaleted  the  recasting  of  the  baelo  philosophy  lapUolt  la  the  direc¬ 
tive}  a  process  already  begun  ulth  the  16  MSy  rerLsion.  This  le  beat 
Illustrated  by  a  coxpaxlson  of  soae  of  the  language  before  and  after 
the  "correction." 


EICBRPTS  BROK  SWCC  327/3»  RETISBD  DIHECTIVB  OS  MILIlIfcRI  OOTEEillMEST 

OF  OEPJUSY 

Aa  circulated  16  May  19U7,  and  as  corrected  20  May  19U7* 

^Language  eliminated  by  the  correction  appears  at  the  left}  Ipguaga 
added  by  the  correction  at  tha  right}  uhlla  language  uneffeoin  by 
the  eorreotlon  is  printed  across  the  page.  Language  retained  in  the  , 
direetivs  as  finally  issued  (JCS  1775  ^  11  July  is  underlined^ 

2.  Authority  of  MUitery  Qeveraaent 

a.  Your  authority  aa  Mlityr  Ooremor  bw  tirogdiy  construed 
end  sapcsreirB  you  to  take  any  action,  oonslsteot  uith  relevant  inter¬ 
national  egre^ents. 

general  foreign  policies  of  this 

SOTswaapi} 

eea  neeaesary}  appropriate  or  deslr- 
atlle  to  attain  your  govenaienVB  objectives  in  Geraaior  or  io  aeet  miii- 
taiy  exigeaoiea* 


1*  DecisloP}  p  17U. 
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b,  POTdlng  arr«Bg<wnt«  ror 

oontlnu*  your  affona  for  th« 
ooerdlimUon  of  poUcLos  and 
p-  ooedvo'ea  idth  oth«r  ZoniQ. 
CunmuMlsrs  In  n  poaition  to 
oollaborat*  with  you  for  thla 
porpoaa.  Tou  will  also  eontlnua 
to  iaak  throuch  the  Control 
Council  quadripartite  agreenent 
when  In  your  opinion  suoh  ac¬ 
tion  appears  praotioable* 


aments  for  the  effeotlTs  treatwant  of  Oernanr 


aaceta  erery  yffort  to  aohlewe 
seonoinic  u^ty  with  other  tones  > 

To  this  snd«  ^u  will  press  for 
the  suocessfol  and  efficient 
Ijaplamentatlon  of  the  U«S*-U.K* 
Agreement  of  2  Decendaari  19L6  for 
the  full  economic  Integration  of 
the  U.E.  and  U.S.  Zones  of  Occupa¬ 
tion  In  Oermany  and  any  extension 
thereof. 


c.  Vhen  In  your  opinion  It  appears 
practicable  to  do  so,  you  will  also 
oontlnhe  to  seek  quadripartite  agrsf 
went  tl^ough  the  Control  Council. 

3.  U.S.  Policy  toward  Oa^Tnany 

The  basic  interest  of  the  U,S»  throughout  the  world  Is  Just  and 

jAetjjA!  pwey.  ' 

The  intent  of  your  goremment 
toward  Oermany^  therefore  Is  to 
take  erery  possible  step  to  In¬ 
sure  that  Oermany  does  not  again 
dlsttirb  the  peace. 


Such  a  peace  can  be  achlered  only  If 
conditlonfl  of  public  order  and  pros- 
pertty  are  created  In  Europe  as  a" 

whole. 


bed  ^ 

An  order^  and  prosperous 
Burope'recuires  the  soonomio  oonCrl- 
huilons  0*  a  stjtble  ^d  productive 
PeTMny  as  yell  as  the  hecessary’"' 
restraints  to  insure  that  tjermany  Is 
npy  sli-oweA  to  revlTe  lie  (teetin«tiye 
mllltarlBm. 


To""tliatrend  To  accomplish  the  latter  purpose  the 

U.S.  Qoremment  has  proposed  to  the  other  occupying  powers  a  treaty  for 
...  {geaiwiMon^  Ana^QgWL.U.tAKyA'tlftft  ftf  aBd  it  h'U  66hMtTgd 

Itsa^  to  maintain  a  U.3«  Army  of  Occupation  as  long  as  foreign  occupation 
continues. 


W.thout  oonpromlslng  in  aiy^  way 
the  rigorous  program  of  disarma¬ 
ment.  you  will  accordingly  seek  as 
the  posltlTe  goal  of  military  oc¬ 
cupation  the  creation  of  those 
poUtleali  eeononde  and  cultural 
and  moral  conditions  which  will 
facilitate  the  emergence  of  a 
Oermany  prepared  to  lend  Its 
talents  to  the  constructlTo  works 
of  world  peace  and  prosperity.  Tou 
wiU-effer  assurance  to  the  Oennan 


As  a  positlTw  program  requiring  urgent 
action,  the  U.S.  Poyemment  seeks  the 
creation  of  those  political,  economie 


and  moral  conditions  In  0 


OTnamr 


which 


will  contribute  most  eifeoiiyely  to  a 
stable  and  prosperous  ifeurope. 
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p«opl«  that  thtgrt  deBoaatra- 
ting  their  Intantioa  and  th«Lr 
ability  to  pursue  sudh  a  oourse* 
can  earn  Aaerioan  recognition  of 
Oamaty’s  clala  to  an  equal  and 
honored  place  anong  nations* 

The  reelelon  of  16  Majr  19U7  denuistrated  an  inportant  shift  la  IS 
ocovqpatlon  poliegr.  At  the  Moscow  cnfy  the  Scrriet  Uxilon  had  shown  eo»* 
duslTsty  that  It  was  Interested  neither  in  aehlerlng  Geman  unity* 
through  the  Control  Council  zvor  in  proaoting  European  eoonoale  recovery* 

In  the  draft  of  15  April*  eeonoaie  union  of  a  part  of  Oemasy  had  been 
treated  as  an  eocoeption  to  the  rulet  in  the  16  May  draft  It  becane  the 
rule.  Correspondingly*  the  possibility  of  qaadripartite  agreement 
dwindled  to  the  status  of  an  afterthought. 

The  ohange  was  further  enphaslsed  in  the  "oorrection”  of  20  May 
19li7*  The  relationship  of  occupation  policy  to  overall  foreign  policy 
was  explicitly  recognised*  as  was  the  relationship  of  German  recovery  to 
European  recovery.  The  amended  text  directed  "every  effort  to  achieve 
economic  unity"  and  specified  the  US/UK  Agreement  of  2  December  1946  os 
the  ^}propriate  vehicle.  Mhile  the  reference  to  this  Agreement  was 
omitted  in  the  final  directive*  the  reason  was  not  a  reversal  of  the 
policy  shift  but  rather  the  knowledge  that  new  DS/UX  arrangements  were 
In  the  making. 

The  changse  made  between  16  and  20  Kay  1947  In  eeetlon  3  of  the 
draft  reflect  the  abandonment  of  the  philosophy  of  punishment  and  moral 
superiority  in  dealing  with  Qemany.  Bather  than  r  elying  on  the  eiqppreaslon 
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of  OocMqr  M  tho  kiiy  to  potoo,  tho  Otalted  StatM  voold  now  bwo  tw 
Omtmui  pQllfl(f  OB  tho  oanrlotlon  that  paaeo  raqulrad  pofelio  ordar  mad 
prooparltj  la  larqpo  at  a  «hela«  Baeanaa  nanamy  aaa  m.  latafxal  part 
of  faropa,  atidt  paaoa  and  proaparlty  would  raqolra  a  atabla  and  prodo»» 
tira  Oaraany*  Tha  aaad  for  raatralats  agaiaat  pooalhla  flaraan  ajUtartaa 
atm  axlatadf  hot  thagr  had  droppad  to  aaooadary  Ij^ortaaea  la  ooaparlaoa 
with  tha  aora  iaportant  foal  of  locopaaa  raaorary. 

Tha  ■oooaoaie  dlsaraaaaat  aad  raparatlon*  aaetlon  of  tha  16  Nigr  r*> 
wlalon  profTldad  for  tha  first  tijaa  for  an  upaard  rarlsioa  of  tho  Isaal 
of  Induatry  of  28  Xareh  19^6.  Such  a  rarlalon  would  allalnata  Inooosls- 
tanolas  la  tha  larsla  laft  to  saparata  hut  latardapandsat  ioueistrlaa,  and 
would  Mrroot  tha  original  sssTaptlons  on  houndarlast  population  and  tha 
ability  of  Oamaiqr  to  aaricat  aaport  produeta  in  poaoatiM  trada*  It  was 
raoognlaad  that  Ganaatiy  sight  ba  laft  with  a  hlgbar  loag-mn  standard  of 
llTing  than  other  oountrlaa*  While  tho  last  stataaent  was  alislnatod  by 
tha  Seeratarlee  of  State,  War  aad  Vavy  on  21  Hay  1PU7,  It  la  ipparant  that 
this  was  done  to  awold  offansa  to  AlUad  eountriaa. 

Tha  aaetlon  of  tha  16  May  draft  on  *aeonoaie  unity  and  raoorary*  oon^ 
tainad  tha  language  earrlad  orar  to  the  final  dlraotira  ealllwg  for  "a 
produotlon  and  foreign  trada  progras  for  Oarsaiy  as  a  whola  ahlob  should 
ha  dlreetad  toward  an  Inoraaalng  atandard  of  Utlng  in  OatMuy  and  tha 
attainssnt  at  tha  aarllaat  praetleabla  data  of  a  aalf-auatalBing  Oarsan 
aoonony**  Tha  preoaada  of  aatporta  would  ba  uaad  firat  to  saat  Oarsan 
Isport  naada  and  saeond  to  coapanaata  tha  ooeiqiylag  powari  for  peat 
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«qp«idltarM  for  woontlal  Uvorto.  nam  objacUrw  v«r«  to  bo  poronod 
la  tho  Coatrol  CeMBeU*  but  lipliontotlflp  ia  tboso  loaoo  of  Qmmof 
troatod  M  aa  oeoBoaie  aalt  aoiOd  aet  aoalt  quadrlfartlta  ■grinatt 

Tho  riolnlni  profiaioao  of  tho  draft  of  l6  Magr  19U7  aaro  la  goa- 
oral  aubatoatloUj  ao  laouad  in  tho  lliaal.  dlroetlTo*^ 

Tho  Moo  mrootlTO  It  lootiod  to  Military  OoromaMat 

At  tho  «id  of  tho  wook  of  19-23  Hi^  19ii7<  Aasiotant  Sooretary  of 
Vhr  PotorooB  waat  to  Tlolt  Qon  day  In'  Barlln  to  talk  XMatly  about  tho 
food  aituatloBy  but  alae  about  biioaal  roorgaDisatioo  and  tho  propoaod 
gaaoral  dli^etlTa.  Poteraan  ba*ought  baOk  vlth  bln  Q«a  CSjor'a  eowaonta,^ 
Thoao  iaeludod  roeoanandatlona  that  tha  dlrootlTO  porarLdo  that  Ooraaa 
asporta  bo  paid  for  la  hard  ourroncj  or  noooaaary  lqports>  and  that  tho 
XUltazy  OoTomor  be  dlnotod  "to  aaqhaalao  to  tho  Qoraaia  authorltloo 
tho  adoantagoa  of  froo  aatorprlso." 

Tho  SLroctito  vaa  glTon  ito  flnlahlng  touoboja  in  a  aorloa  of  kar- 
Stato  Gonforonooa  and  oonroraationa  batwoon  tho  Aaaiatant  Soorotarioa* 

It  waa  than  approrod  bp  SWCO  axid  rofarrod  to  tho  Joint  Chlofa  of  Staffs 
idiloh  iaaued  tho  CiroctlTO  aa  JCS  1779  of  11  July  19U7*  Oan  Clay'o  roeon- 
nondatlon  on  export  poll<7  waa  foUovod  in  atibatanco  though  in  rather  dlf- 
foront  fora.  .The  language  adopted  on  tho  quaetlon  of  firoe  anterpriao  reraua 
aodaliaation  vaa  a  oonproaiaa  betNoan  Oan  Clay' a  auggaetion  and  tho  aeakor 


1.  SWCC  327/3  of  l6  May  U7  nith  oorrlgenduB  of  20  May  CAD  SWCC 
327/3  nio,  IC  122,  EBB. 

2a  Ihidatad  note  from  D«  C.  Fahey  to  Oan  Bbarlo,  CAD  SWOO  327/3  Pile, 
BO  122,  EBB. 
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lumH*  ocBtidatd  IB  8IIIQ0  327/3.^  In  otbtf  rmp9«U,  tlw  dirteUT* 
Mpvwaatid  a  ooavraiaa  bttmaft  Stata  aad  Mr  SapartMBi  peinta  of 
irlav* 

9ha  gMMMl  ooodiOkLo  objactlfw  of  tho  US  atatod  la  JCS  1779 

varat 

"a*  to  aUalnato  Indoatty  naad  aolalj  to  aanBfaotaxa  and  to  ra- 
duoa  iaAoBioj  naad  ctdafly  to  anpport  tha  productloa  of  araa*  aMami* 
tlon  and  ijqplaiMnta  of  war) 

*b.  to  flcaet  frca  Oanany  reparation  for  tha  loaaaa  aaffarad  by 
United  Nationa  aa  a  oonaaqianea  of  Oaman  aggraaalon} 

>0,  to  enooaraga  Oeman  people  to  rebuild  a  aelf-aupportlag 
state  derotad  to  peaceful  purposes.  Integrated  into  tha  aeonosqr  of 
Europe*" 

Although  Oazvan  eeonosdo  rehabilitation  vas  the  responsibility  of  tha 
Osman  people,  the  Military  Ooramor  was  to  provide  general  pollqr  gui¬ 
dance,  to  assist  tha  devaLopnont  of  balanced  foreign  trade,  aikl  to  ensure 
the  eonslstaney  of  Oeman  efforts  with  Aaezlcan  objeoti'ves* 

While  the  general  principles  of  the  Potsdam  Agreeamit  on  repara¬ 
tions  and  industrial  disarmament  were  raafflmed,  they  ware  not  inter¬ 
preted  to  limit  pemanmttly  Oexaaagr's  industrial  capacity*  After  oom- 
pletion  of  reparation  reanrvals,  the  Oeman  people  should  not  be  denied 
tha  right  to  deralop  thalr  raaourcae  ao  as  to  addeva  hlgbar  atmdarda 
of  living.  Tha  United  States  did  not  agree  to  reparation  from  Oanuoy 
greater  than  provided  in  the  Potsdam  Agreement,  nor  reparationa  requiring 

1*  Meno  fboai  Saidal  C.  Fahey  to  Oen  Moos,  Chief  of  CAB,  9  Jul  li7,  aubjt 
Revision  of  Qerman  Directive  3WICC  327A*  CAB  SWMCC  327A  » 

li2,  mtf* 
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(Uraet  or  tadiroet  f  Inuclnt  bgr  tho  Dnitod  Statoo*  Tho  proooodt  of  aothor- 
iiod  ooqwrto  nor*  to  b«  uiod  in  tho  Urot  plaoo  for  tho  poTMot  of  author^ 
iBod  iaperto. 

Tho  dlroetlTo  atatod  tha  prlnolplaa  f«r  a  porodaotlon  aad  trada  pro¬ 
gram  daalgnad  to  ralaa  tha  Qaramn  standard  of  Urlng  aad  make  Qermanv’  aalf- 
auatalnlng  aa  papidly  aa  poaalU.a*  Qaraaa  aooaomlo  raooraxy  raqolrad  tho 
raorgaalsatloa  of  Oaraan  flaaaoaat  tho  HUltaxy  Ooromor  ma  authorlaad 
to  taka  a  sarlao  of  tntarla  aaaanrao«  bat  full  eorraecx  rafoxm  aaa  still 
to  ba  aooght  through  tha  Control  Couneil.  bhlla  Military  OoTammaat  would 
axplaia  "tha  prlnoiplas  and  advaatagaa  of  fraa  aBtaxparlaa*"  it  would  ramain 
nautral  on  public  ownarahlp  of  antarprlaas  in  Oarmaxiy  axoapt  to  aaaura  that 
oholoaa  for  or  against  vara  nada  daoMoratloallyt  Trada  ««<«>)>>«  would  be 
fraa  to  organlasj  provided  that  'Uiay  vara  denoeratleally  oparatad  and  that 
any  faderation  should  not  ii^mir  tha  affiolanoy  of  tha  aaidiar  unions* 

Tha  dlreotlva  onlttad  any  dataj.led  statement  on  danaalfloatlonf  direc¬ 
ting  merely  tha  Implementation  of  tha  CFH  dedalons  of  23  April  19U7  as 
night  ba  agreed  in  tha  Allied  Control  Authority* 

The  political  objeotlwa  of  the  United  States  in  Oanuny,  stated  tha 
dlractlrsj  was  to  promota  ”a  form  of  political  organiiation  and  a  "n-r 
of  political  life  whLdii  resting  on  a  substantial  basis  of,  aoonomlc  wall- 
baing>  will  lead  to  tranquility  within  Oemaay  and  will  contribute  to  the 
spirit  of  peace  among  nations*"  Tha  task  of  Military  Ooramnant  was  that 
of  helping  to  lay  tha  aconoolc  and  aduoatloiial  baaaa  of  a  sound  Qaxman  da- 
mooraoy,  anoouraging  deiaocratLe  efforts  and  pr^bltii«  anti-damooratlo 
activltloa* 
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The  HUlterjr  Oovernor  muld  contlinM  to  promote  development  in  Oer- 
mufr  of  Instltutloiia  of  popnlcr  Belf«*goveniment  and  the  eaavnqptlon  of 
direct  reeponalhUitT'  by  Qexmen  goTemaentel  agMioiea.  These  vere  to 
be  aaaured  leglsletlTe)  Jndldel  and  exeoatlTe  powers  oonslstent  with 
■llltarx  seenrllqr  and  the  pnxposes  of  the  oooiqpatlon.  It  was  the  DS 
view  that  the  most  eonstructlTe  development  would  be  the  astabUshment 
of  federal  Qatnan  states  (Laander)  and  the  formation  of  a  oentral  Oerman 
government  with  earefnll7  defined  and  liicLted  powers  and  functions*  All 
powers  would  be  vested  In  the  Laander  sxoept  as  expressly  delegated  to 
the  central  goverasent.  The  United  States  not  wish  to  Inpoae  its 
own  fona  of  democracy  and  social  organisation  on  Germany  nor  would  it 
countenance  auoh  tnqposltion  by  aty  other  power* 

The  ultimate  constitutional  form  of  German  political  life  was  to  be 
left  to  the  denooratlo  deoialon  of  the  German  people.  Pending  the  astab» 
Uehment  of  all«Oeman  administrative  agencies  or  a  central  government^ 

US  Military  Government  would  continue  to  arrange  with  other  sones  for  the 
creation  and  operation  of  interaonal  German  administrative  agencies. 

Political  parties  were  to  be  competitive  and  voluntary.  There  would 
be  no  discrimination  and  no  curtailment  of  political  rights  except  that 
idiere  an  authorized  party  should  adopt  or  advocate  "undemocratic  practices 
or  Ideas"  Military  Qovemnent  could  restrict  or  withdraw  Its  rights  and 
privileges* 

JGS  1779  concluded  with  a  statement  of  educational  and  cultural  ob> 
Jeotlves  designed  to  promote  a  eodal  etructure  in  ihich  democracy  could 
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davtlqp  and  CLoul'tah*  Tb«  tx9»  Atiuuoga  of  information  and  Idaaa  wa  to 
ba  aousht  in  tha  Conttol  CoonoU*  FLna!Uly«  tha  diraoti^a  providad  for 
tha  aataUlafaaant  of  Intamatlonal  onltoral  ralntlonabi^a  including  tratfaL 
into  and  oat  of  aaxvaaj  aa  mall  aa  a  Area  flow  of  eultural  natariala  in 
both  diraotlona*^ 

SBnSION  OF  BIZOKAL  aBOiNIZiTIOII  IHD  KONOMIC  inUMOEHBMS 

fiontfH  lation  in  ftrankfort  and  Eetabliahnont  of  tha  geonomio  Coancll 

The  origlaal  German  ULional  aeonoado  orgaaiiatlon«  oonalating  of  aix 
aaparmta  oonmittaea  with  their  agansioa  In  four  saparate  looetionoy  prored 
too  looae  and  unmieldlsr*  Thla  had  been  more  or  leas  antioipatadf  bat  until 
the  and  of  1916  US  and  Brltiah  offiolala  had  for  political  raaaons  re¬ 
frained  from  oarzTlng  the  organlBatlonal  unification  of  the  two  sones  any 
further* 

A  special  dlffLcolty  was  caused  by  the  unequal  authority  of  tha  bi- 
sonal  agencies  with  respect  to  the  US  and  British'  Zones.  In  the  US  Zona 
the  highest  units  of  public  adnin^.stration  were  the  Laander^  the  technical 
staffs  attached  to  the  Laanderrat  (except  for  the  postal  and  railroad  ad- 
adjilstratlona)  having  limited  technical  eoordlxiating  functions  without 
eoceoutlTe  authority*  The  British  in  their  Zone*  on  the  other  hand*  had 
transferred  tha  functions  of  the  former  Reloh  ministries  to  centralised 
Bcoal  adndnistrations  ihlch  -  in  keeping  with  the  centralised  administrative 


1*  JCS  1779i  "Olreotive  to  Ocimnandar>»in-Chlef  of  the  U.S.  Forces  of  Ooefr' 
patlon*"  11  July  19U7*  reprinted  in  Dec^*  pp  552*^2*  Story  in  Poca- 
wrots*  pp  33-1(1*  and  Occupation*  pp  Jl-9i>* 
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pattm  of  tho  IMtod  >  nor*  poralttod  to  function  idth  pcmotlooUj 

tho  full  pevoro  tho  alnlatxloo  hod  oacoroiood  durlm  tho  Hitlar  roglM* 

Thooo  Britioh  001)01  ogonoloo  mn  dlroot  orgono  of  Birltloh  XUttory  Oorom- 
mmt$  obloh  MMr  aiood  o  elooo  eentrol  am  tholr  oetlvitioo  ondgoro  fexMl 
lisnoneo  to  tho  dlrootlToo  ond  inatruotieno  pr^parod  bgr  thooo  ogonoloo* 

Upon  the  eoonaoio  unlflootlon  of  the  too  lonoa,  tho  now  bloonol  od- 
ndnlotrotlro  ogondoo  took  owv  tho  funetlooo  ond  praotieolljr  oil  tho  por- 
aonnol  of  tho  fomor  Britioh  Zona  ogenoloof  roorulting  now  otoff  noohoro 
Aran  the  US  Zone.  Tho  xwault  wu  that  tho  biionol  agenoioOf  partieularljr 
the  Eooconiefl  Adainiatratlon  at  Mlnden)  tended  to  devote  the  bulk  of  their 
routine  aetlvltlea  to  the  Britioh  Zone,  in  analTOlo  of  tho  ineoodng  and 
outgoing  nail  of  the  Blaonal  Beononloa  idainlatration  ahowad  that  in  June 
19li7«  after  the  agonojr  had  been  in  operation  for  alnoat  tfaree-quartora  of 
a  year,  it  vaa  atlU  admlnlatulng  dirootly  for  tho  British  Zona  o  largo 
rarlety  of  tranaaotiona  which,  for  tho  United  Statea  Zone,  were  dodded 
finally  within  the  Land  nlnlatrlea*! 

By  virtue  of  formal  agrewnenta  aanotioned  by  the  two  Hilltary  Oovom- 
nenta,  tho  Sxoeatlve  and  Joint  Comdttoea  had  authority  to  iaouo  binding 
dlreotivea  to  the  Laender*  The  Coanlttooo  and  their  adninlatratlvo  agondea 
had,  however,  no  noana  of  enforcenwnt,  Thia  woo  not  so  sarloua  In  tho 
British  Zone,  idiore  the  Laender  and  oUbordinato  authorities  wore  aoouatoaod 
to  ezeeutlng  oonal  ordors  issued  by  authority  of  British  Military  Oovortownt, 


1*  Staff  Study,  "Proposal  for  a  Studhr  of  Bisonal  Agendoo  and  tholr  Ad¬ 
ministrative  Relationships,”  Jun  UT,  OHUUS  Cidl  Administration  Divi¬ 
sion  File,  "Blsonia  -  AAidniatriitivo  Agendas,”  KCRC. 
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but  In  the  OS  Zone  It  me  often  dlfflsult  to  obtain  ooapUanoo*  is  Oen 
C3jgr  points  out*  "State  Ooremnnts  whloh  were  responsible  to  elected 
perliaaents  felt  that  thej  represented  nore  nearly  the  will  of  the  Oer- 
wan  people  and  therefore  aocapted  the  rulinga  of  the  bisonal  ageneies 
raluetantly  and  sonatlaea  only  after  they  were  required  to  do  eo  by 
Military  OoTensMnt."^ 

It  was  obrioua  that  two  things  had  to  be  done*  One  was  to  pronrids 
better  coordination  aaong  the  adalnlstratlTe  agandesf  idileh  were  adopt¬ 
ing  oonflletiag  policies  and  engaging  in  Juriadlotional  disputes.  The 
other  was  to  give  than  poUtloal  aoeeptabiUty  by  establlahlng  a  bisonal 
control  strueture  representing  the  parliaaents  and  cabinets  of  the  warious 
Laender*^ 

After  the  erents  of  the  Moscow  nesting  of  the  Cm  had  roarred  the 
restraint  on  the  strengthening  of  the  bisonal  soonoolo  organisation  and 
Secretary  Marshall  had  instructed  Oen  Clay  to  prooeed^  the  US  and  British 
Military  Oorexvinents  negotiated  an  agreement  idiich  was  signed  by  Qen  Clay 
and  Oen  Robertson  on  29  Kay  19U7*  This  agreement  established  a  parliamentary 


1*  Declaionf  p  173 j  Blsec  paper  BIB/^(U6)5  (Revise),  5  Sept  1(6,  "Prelim¬ 
inary  agreesMnt  on  the  establishment  of  a  Oerawn  eeoncmio  attainlstra- 
tlon,"  rmirlnted  in  The  Evolution  of  Bisonal  Organisation.  dCUS 
Berlin  WaS.  Appendix  1*  the  sWf  siud^r  dtea  in  l(ote  1,  p  57> 
points  out  that  in  the  Economies  Adninlstratloni  eight  dlTLsion  chiefs 
each  had  authority  to  send  out  admeographed  instruotlons  to  the  Land 
MLnlatrlee  of  Economics*  There  was  no  central  review  in  the  agency 
nor  even  a  central  file  of  instructions  issued*  This  loose  control 
within  the  bisonal  agen(y  nay  well  have  been  conducive  to  arbitrary 
instructions  to  which  the  Laender  objected* 

2*  The  Evolution  of  Biaaial  Orgenisatl,oa*  p  U* 
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bo^  knom  «s  thi  loagMKLo  CounoU#  hatiag  52  — ■bera  ohecan  bgr  tha  Laad- 
tag*  of  tho  olfht  Uwaiar.  Tha  leoooaio  CouaoU  vaa  diargad  alth  dlraotlng 
tha  aeonesLo  raooaatnietlon  of  tho  SdsoDai  adoptlog  and  poranulcatlac  09rdi*> 
naaoae  on  a  razlaijr  of  aooneala  anbjaota  and  atxtborlaing  tha  laauaaoa  of 
liqpleMantlng  ragolatlona  tindar  axLatiog  laglalatlon* 

Tha  agraenent  alao  eatabllahad  an  Executive  Coaslttoa  oonslating  of 
one  foU-tlna  repraaetitative  appointed  by  each  of  the  eight  Land  gorem- 
menta.  The  Executive  Connlttee  to  recomend  ordlnaneea  for  adoption 
by  the  CounoUj  iaeue  regulations  under  delegation  Aroai  that  body,  and 
coordinate  the  actlvitlee  of  the  bizonal  agencies. 

The  heads  of  administrative  agencies,  idto  were  not  to  belong  to  tha 
Etcecutive  Connlttae,  vera  to  be  appointed  and  removed  by  the  Eoonoade 
Gounoll*  As  specified  in  tha  agreement,  "the  Dlreotors  will  operate 
under  the  limaedlate  supervision  of  the  Executive  Coanittee,  but  sill 
have  general  responsibility  to  the  Economic  Council,"  Within  the  policiee 
adopted  by  the  Economic  Council  and  under  the  supervialon  of  the  Executive 
Canmlttee,  each  Executive  Director  oould  iaeue  laplanantlng  regulatlona  in 
hie  oun  functional  field.  Except  for  centrally  adnlnistarad  earrieaa  sucth 
as  tha  railroads  and  post  office,  execution  of  bisonal  ordinanoee  and 
regulations  vas  a  function  of  tha  Land  govemmanta,  on  thorn  such  dlraotivas 
vara  binding. 

The  Eeonoadc  Council  and  tha  Executive  Connittaa  vara  aatabllshad  in 
Ffankfupt,  and  it  via  arranged  to  siova  tha  various  oteinlstratlva  oganolae 
to  that  city  as  rapidly  as  possibls.  At  the  same  tima,  IS  and  Britiah 
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MLUtarx  nmrtnunt  •ftiaibllshsd  •  Mpartit*  Cootrol  QfflM  In  nmkfartj 
hMd«d  >7  US  and  BrltJjh  Co-ChalxMa.  Tha  BlparUta  Cantrol  OffLea,  kaom 
aa  BICO«  ahtah  opanatad  nndar  a  broad  dOlacatlra  of  antborltgr  fMa  tha  Bl- 
parUta  Board,  took  orar  tha  MilltaiT  OotainaMii  Oootrdl  Oroopt  ahloh  had 
boaii  acqpajnrtaliit  tha  aarlooa  addidatratlra  afanoiaa.  Wdla  tha  Blpartlta 
Board  In  Barlin  eontinnad  to  function  aa  tha  final  ■ithor!'^,  BICO  In 
fkoakfnrt  naa  now  libla  to  handla  tha  bnlk  of  llaiaon  with  tha  Oaman  a<aD- 
oLaa.  Tha  Blpartlta  Panala  for  tha  Tarloua  functional  flalda  In  Barlin 
wara  aboUahad,  bnt  thair  whwra  oontlnoad  to  aarra  aa  adrlaara  to  tha 
Blpartlta  Board*^ 

Rarlalon  of  Blaonal  Koonoaic  Arrangawanta  »»  US  Majority  Tota  on  Eeoconle 
fettara 

Tha  forai«!B  aocehanga  poaltlon  of  tha  Brltlah  Ooramnant,  lAileh  had 
baan  teafiorarllj-  rallanred  bj  a  larga  loan  ftoa  tha  United  Stataa,  da* 
tarloratad  again  in  19U7*  Slnoa  blaonal  food  raqolrananta  had  to  ba  net 
largely  In  the  dollar  area,  tha  Brltlah  raqueetad  that  tha  Unltad  Stataa 
taka  over  the  bulk  of  financial  reaponslblUty  for  tha  blaonal  area*  Be- 
gotlatlona  for  tha  revlalon  of  the  Byrnaa-Baein  AgraeaMot  wara  aehedulad 
In  Washington  In  Ootobar  19U7* 

Sines  tha  Agraenent  was  a  goeeranant^lairal  cfaari  tnant  Inrolwlng  tha 
tfudgata  of  both  tha  US  and  British  Ooramnanta,  Its  raiTlslon  oould  only 


1*  Baolalw.  pp  nU-7$t  Irolntion  of  Blac^  Oraaniaation.  pp  U-5  and 
J^panolT  n,  "Agrawwat  for  Aaorgandastion  or  Biaooai  Iconcnlc  Aga»» 
dLaa,*  also  Military  Uoremnsat  prodmatlon  lo*  5  of  10  Jnn  U7, 
loononle  Coanell,  raprlntad  In  Oeeanation*  pp  229->3b* 

YlH-iO 


SECIH 


SICIEf 


b«  wd«rUk«A  OB  goranaMBtal  Oloao  oonteot  mb  Btlntolaodi  B«T«t^ 

thtaBiB*  with  ttw  allltaiT  gofTtnaMBto  of  both  BogotUtlnt  partlM*  0«a 
Olaj  wnadvlaBd  that  both  Stata  nd  War  D^partaonta  daalrad  hla  pvaaoBoa 
•Bd  that  of  Aabaiaader  Norpkgr*  Tha  Brltlah  dalofatloB  alallarlj  laeludod 
OoBMral  BrowBjohB  of  Brltiah  KLUtaiy  OovanMBt.^ 

Sine*  whatoToir  arrangmnta  waro  aada  would  alto  affaoi  tiio  approi>> 
rlatloaa  raciulrad  for  military  gorammant,  tha  Stata,  Traasury  and  War 
Dapertfflaata  praaantad  tha  eaaa  to  tha  Apporoprlatlona  Coanlttaaa  of  tha 
Sanata  aad  Houaa  bafora  tha  atari  of  aagotlatlcna.  Although  bo  daolaiona 
wara  nada  In  theaa  haaxlnga,  BHUibara  of  the  Senate  Appropriatlona  Conmlttae 
made  olear  their  opinion  that  If  the  United  Stataa  vaa  to  carry  a  largar 
part  of  the  expeoBe  of  Qenaany,  it  ahould  hare  a  eorraaponding  majority 
In  tha  control  of  Qemany'a  eoonoav-.  Sudd  a  ahlft  of  uontrol  to  the 
United  Statee  aide  had  already  bean  raooaaaanded  by  Gan  Clay,  whose  'flem 
were  supported  by  the  War  Department.^ 

Before  the  oonference  aotxially  started,  Gen  Clay  was  requested  to 
glTe  adrlce  on  the  way  to  reach  financial  and  adalnlstratlTe  arrangements 
sufficiently  flexible  to  Include  tha  French  Zona  at  a  later  data,  on  what 
political  quastlona  would  affect  r  aviaion  of  the  Boonomic  Agreement,  on 
what  auppUee  the  British  oould  oontlnne  to  fUmish,  and  on  how  to  apply 
inoraaaad  US  control  within  tha  eodating  bipartlta  struottra.  Vhm  tha 
Conference  opened  on  6  October,  Gan  (Hay  waa  deelgneted  as  spbkeemen  for 


1*  Cable,  Draper  perecoal  to  Clay,  VtR  B$hli7  of  2  Sant  U7,  OAD  Mumarieal 
File,  BO  122,  OB,  SECRET}  Deoieicp.  p  177. 

2«  Cablea,  Gan  Mooe  peraonal  to  Gen  Clay,  HIR  66676  of  I9  Sapt  end  VARX 
86797  of  21  Sapt  U7,  CAD  Mumerical  FUe,  RG  122,  ERB.  SMSOST 
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the  ns  D«leg«tlont  «T«a  though  outranked  by  dTlllan  nendbera  trm  the 
Departaente  of  State  and  Any*  Within  the  Dalafatl<m>  Oan  Olagr  argued 
Bueeeaafiilly  againat  aitandliig  the  TMted  Stataa  aajarlty  ooatrhl  frea 
eoosmic  to  political  aattara.  “To  inalat  on  lowering  their  (the  Bzitlah) 
atatus  to  that  of  a  Junior  partner  would  have  nade  collaboration  diffl- 
colt  If  not  Imioealble.  In  view  of  their  finanold  poaltlon  we  could 
hare  forced  their  acceptance}  but  danagad  Brltlah  preatlge  In  loropa 
waa  not  really  to  our  intaraet**^ 

ilthough  Oan  Clay  had  to  leare  on  23  October  I9U7  to  prepara  for 
the  London  Meeting  of  the  Council  of  Foreign  Minlater8}  the  War  DeparU 
neat  kept  hi*  in  touch  with  the  negotiationa  >  which  ware  protracted*  Aa 
a  condiblon  for  agreeing  to  DS  Majority  control  in  the  Joint  ftcport-i^rt 
iganoy  (JFBA)}  the  British  for  a  time  insisted  on  giving  their  rqpreaeiw 
tativea  in  Germany  the  right  to  appeal  a  decision  to  the  govemsental 
level}  Suspending  ite  eocecution*^  In  the  end}  however}  the  British  were 
forced  to  give  in,  and  the  new  agreement  was  signed  on  17  December  191*7 
by  Acting  Secretary  of  State  Lovett  and  Sir  Wllllain  Strang* 

Under  the  revised  bizonal  agreement  the  British  Oovenaient}  after 
fulfilling  connltmentB  for  Category  A  (disease  and  unrest)  aiqppUea  al¬ 
ready  undertaken  up  to  the  end  of  191*7*  was  required  only  to  supply  a 
specified  quantity  of  Category  A  goods  fro*  the  sterling  area  the 

1*  Dedalon*  p  178, 

2,  Cables,  Draper  personal  to  Cliy}  WAR  90l*3li  of  15  »ov  and  WIR  90829 
of  20  Mov  1(7*  GAD  HuMrlcal  nia,  RO  122,  KB,  SECRET 
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oalndUur  jur  19U8*  It  also  agr^td  to  nike  arailable  «  kvm  to  b«  osod 
for  Catogoiy  A  purohasM  Aram  the  eterllng  irMf  but  eiiob  poroheeae  vould* 
ao  far  ai  poiaiblaj  avoid  diraot  or  indiraot  dol^  dralaa  on  the  OK*  The 
balanoa  of  Catagorr  A  raqalramaota  would  ba  porovldod  tqr  the  OS*  The  Brltiah 
agraad  to  oonvart  atarling  held  bj  the  Joint  Foreign  ficohaaga  Aganegr  Into 
dollaraf  but  the  amount  to  be  oonvartad  waa  llaltad  to  |U0«000«000  through 
19U8  In  order  not  to  aggravate  the  dollar  dlffloultlea  of  the  UK« 

The  Brltiah  Ooveriamnt  r  ecognlaed  that  the  Ihilted  States  >  bF  under- 
talcing  the  aajor  contribution  toward  the  coat  of  btsonal  laqportSy  had  be- 
oaaw  entitled  to  a  majority  voice  In  the  Joint  Erport-Iaport  Agency  and 
the  Joint  Foreign  Xsohange  Agen^*  The  19lt6  blional  fusion  egreement  was 
accordingly  amended  to  grant  each  side  a  voting  strength  proportional  to 
the  appropriations  made  available  by  the  reapeotlve  govemmants.  It  was 
further  agreed  that  both  parties  would  endeavor  to  develop,  at  the  earliest 
poaalble  date,  a  German  economy  that  could  be  maintained  without  further 
flnanoial  assistance  from  either  govennent*^ 

The  Pinal  Raoyganlsation  of  Bieonal  Machinery 

The  governmental  structure  created  by  the  first  blsonal  reorganise- 
tlon  of  Kay-June  1914’’  did  not  work  very  well*  A  small  oonssrvatlve  major¬ 
ity  controlled  the  Economic  Council,  while  the  Social  Desiocrats  dominated 
the  &cec\'tive  Committee*  The  two  bodies  qpiarreled,  and  the  Council  tended 
to  bypass  ths  Ccmnlttee  In  dsaling  with  the  Executive  DLreotore  of  the 


1»  Etctenslon  and  Revision  of  Blsonal  Fusion  Agresmsnt,  17  Dec  li7*  Depart¬ 
ment  of  State  Bulletin  of  28  Deo  U7,  pp  1202-67}  reprinted  In  Deeede. 
pp  531-39»  Story  in  Documsntsi  pp 
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agMselM*  It  was  dLffloult  to  Meore  n*c68sax7  logLalatlon  In  th«  Council, 
and  tha  Laandar  dala^ad  In  axaoutlBg  tha  laaa,  fraquantly  ohallanglng  tha 
authority  of  tha  blional  organliatlon*  Tha  naad  for  a  furthar  structural 
rafom  baoam  apparent. 

Onea  again,  tha  raorganlsatlon  mts  postponed  until  after  lha  cosing 
C5M  naatlng,  even  though  hopes  of  agraanant  uith  tha  Sovlats  iwra  scant. 
After  tha  London  neeting  of  tha  CfM  had  eoUapsed  on  15  Ceeaabar  19U7) 
Qanara^  Clay  and  Robertson  presented  their  joint  racoBsendatlons  to 
Saeratary  of  State  Marshall  and  Foreign  Minister  Bavin.  Qna  nor  a  effort 
ms  prqposad  to  obtain  Soviet  agreeiaent  to  a  ourrancy  rafom,  failing 
idileh  It  uould  be  carried  out  in  Western  Oexnsny  if  France  would  i^rae 
or  in  the  Blsene  if  Franca  refused.  A  plan  was  also  introduead  for 
giving  political  character  to  the  bizonal  adnlnlstratlva  structure  by 
a  direct  election  of  the  Eeonoalc  Council  In  tha  early  submat  of 
It  UBS  proposed  to  continue  participating  In  the  Allied  Control  Council 
unless  that  body  should  be  broken  up  by  others,  i}o  stay  in  Berlin  regard¬ 
less  of  Soviet  pressures  and  to  velcona  French  collaboration  without  put¬ 
ting  pressure  on  France.  These  recoastendatlons  were  accepted  by  the  two 
Foreign  Secretaries,  who  Instruetsd  Oen  Clsy  and  Osn  Robertson  "to  improve 
the  political  organization  of  the  bizonal  area  without  delay,"  leaving  de¬ 
tails  and  procedures  to  the  discretion  of  the  two  HLUtary  Oovemors. 

In  the  second  and  final  bizonal  reorganization,  no  leas  In  tha 
case  of  its  predecessor,  OMIUS  proceeded  without  guidance  firosi  Vaahlngton. 
The  outline  'for  the  new  blsonal  atructiure  waa  developed  by  the  (BCUS  Civil 
Administration  Division  snd  Its  British  eountsrpart  snd  was  presented  to  a 
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eooftreno*  of  QtnMn  offt.cUl«  on  7  Jumtrj  19U8.  RoproowtatiToa  of  th* 
and  th«  ^^rf■*^ne  bliooBl  aganolM  «or«  Inrltod  to  proaoDt  thoir 
•nCgoBtionB  »««<  eoantor**propo8«ls  and  a  aarlaa  of  artHtary  goransMBt  and 
Qamn  ooaadtta4a  wara  fonad  to  dLseusa  1.agl.alatloo  ean^flng  tha  raw- 
ganiaatlon  Into  affaot.  Aa  It  tnrnad  out  at  a  furthar  najor  oonfeoranoa 
on  26  January  19U8j  tha  Oamana  vara  not  in  agraanant  anong  tben8alTaa« 
ao  that  tha  tvo  nilltaiy  govamaenta  had  to  make  thalr  own  dodslon  re¬ 
garding  tha  apprqprlata  biaonal  atruotura* 

Vbahington  would  not  hava  beooBW  ImrolTed  in  the  procaaa  at  allj  had 
not  tha  Ft'anch  Qovamownt  preaantad  an  alda-iMnolre  objecting  to  tha  piro~ 
poaad  racrganiaatlon  as  creating  too  strong  a  central  govemnent*  Thla 
French  protest  was  not  taken  earioualy  in  Washington.  dOUS  was  Infomad 
of  tha  Intention  to  reply  to  the  French  that  the  IMtad  States  found  a 
aore  vorkable  biaonal  organisation  neeeasary)  that  tha  French  were  always 
velcoae  to  Join  the  aonal  fusion  in  which  case  they  would  participate  In 
all  proceedings  Including  reorganiaatlon  and|  finally,  that  the  question 
of  an  ultlaate  Vast  Oeraian  Qorerxaient  reowdned  unprajudloed.  Following 
a  awaioranduai  ffon  Gen  Clay  coneorrlng  with  this  Intention,  the  State  Da- 
partawnt  replied  to  the  French  Goremnent  on  2  February  19lt8»  afflralng 
the  United  States  *  intention  to  proceed  with  biaonal  organiaatlon*^ 

Tha  reorganiaatlon,  idiieh  was  officially  proclaimed  on  9  Fbbruary 
I9I18  by  Uen  Clay  and  Gen  Robertson  (Prodagaatlon  No*  7  for  tha  U*S*  Zone), 

!•  Cable,  OUSW  to  CINCSOR,  lAR  9lil05  of  IS  Jan  19ii8,  GAB  NoMrioal  File, 
HI  122,  BRB.  SECRET  Dedslon  179 
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Increased  the  neBd>ershlp  of  the  Economic  Council  from.  $2  to  lOU*  the  new 
members  being  selected  by  the  Landtage  on  the  same  proportional  basis  as 
the  original  nenbers.  The  Esteov^tive  Coadttee  was  abolished  and  replaced 
by  an  upper  house  or  Laenderrat  eoagiosed  of  two  reporeeantatiTee  designated 
by  each  Land  goremaent*  The  Laenderrat  was  aaqpoaiered  to  inform  itself  on 
all  leglelative  and  adminlstratiTe  mattere  and  to  initiate  leglslatiMi  ex¬ 
cept  on  taxation  and  appropriations.  It  had  Halted  power  to  aaend  or 
Teto  legislation  passed  by  the  Econonle  Council.  The  latter  eould  .’eject 
Laenderrat  amendments  by  a  simple  aajority  and  a  veto  by  an  absolute 
majority  of  Its  menbers.  Since  it  was  eonteaplated  that  the  Hlnisters 
President  of  the  several  Laender  would  thaaselvea  participate  In  the 
Laenderrat,  that  body  became  the  principal  channel  for  inter-Land  cooperap* 
tlon. within  the  two  Zonea. 

The  directors  of  the  various  administrative  agenrle:  vcrc  gi.  wupou  i.u- 
gefchej-  as  an  Executive  Committee  (not  to  be  confused  with  the  previous 
Executive  Committee)  which  was  actually  an  economic  cabinet.  The  Chairman 
of  the  Executive  Committee  had  no  departmental  responsibilities  and  was 
et|uival.ont  to  a  Prime  Minister  for  economic  purposee  only.  The  entire 
Executive  Committee  was  elected  by  the  Econowle  Council,  the  Chairman 
being  aloo  confirmed  by  the  Laenderrat.  The  Council  could  remove  the 
Committee  or  individual  members  by  a  vote  of  non-confidence,  confirmed 
by  the  Laenderrat  in  the  case  of  the  ehaiznan  and  by  the  Bipartite  Board 
in  all  cases. 

At  the  same  time  that  the  legislative  and  administrative  structure 
for  the  Bizone  was  reorganized,  a  German  High  Court  was  established  for 
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th«  ooifclBad  aoonoalo  atm  to  talc*  final  JtirlBdlotlon  In  lagal  oaaaa  lu- 
TolflBg  ItM  pasaad  bjr  tha  loonoalo  Council  or  raculationi  isanad  thara- 
undar.  Tbia  raorganiiationj  tha  final  raform  of  hlsonal  Oaraan  goranw 
■antal  atruotuiaj  aaa  aoooaqaniad  a  raorgaaiaation  of  tha  Bipartita 
Control  Offloa  undar  vfaieh  tha  parallal  Unitad  Stataa  and  Britiah  ataffa 
vara  tntagratad  undar  a  aingla  Una  of  auparriaiont  axoaipb  for  tha  Joint 
BS  and  UK  ChairaMn*^ 

PROBLEMS  OF  STiTB>4RMI-01CUS  T.TiTanw 

The  coordination  on  nattara  of  ocov^ation  policy  achierad  batveen 
the  OapartaMnt  of  State  and  (BfQUS  at  tha  Moacow  CEM  had  bean  only  tem¬ 
porary*  lanadiately  after  that  oonferenee}  RiddLebargar,  Kindlabargar 
and  Cohenj  tha  naabera  of  tha  US  Delegation  aoat  oonoamed  vith  prObleas 
of  Qaimn  goranoMnt,  left  the  Department.^ 

Although  the  Department  of  State  continued  ita  interest  in  Oeraan 
affairs,  it  failed  to  take  advantage  of  the  offer  made  by  OICUS  to  es¬ 
tablish  close  liaison  and  coordination*  The  result  ims  that  two  eaparate 
policies  davalopadi  an  0®US  policy  and  a  State  Department  policy*  Since 
the  War  Department  with  few  axoeptlons  supported  tha  raeaaaaandations  of 
Can  Clay,  there  ensued  friction  between  the  two  dapartnents  in  Washington, 
Whenever  the  Department  of  State  was  drawn  into  Qeman  problems  by 


1. 

2* 


The  Evolution  of  Blaonal  Organlitation.  pp  8-13,  and  Appendices  in  and 
Iv  containing  Military  OovemmenO^oclamations  Nos,  7  &  8  respectively. 


Rlddlebergar  Joined  Ambassador  Hoxihy's  staff  in  Berlin,  later  suo- 
caeding  him  as  Political  Adrisor. 
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diplomatic  negotiations,  there  vas  a  hasty  last-minute  exchange  of  in¬ 
formation  and  reconciliation  of  ideas*  In  negotiations  among  the  Mili¬ 
tary  Governors,  however,  Ol^US  pursued  its  own  policies  with  little  or 
no  guidance  from  Washington. 

The  first  reorganieation  of  the  bizonal  governmental  structure  was 
a  case  in  point.  After  Secretary  Marshall  had  instructed  Gen  Clay  to 
proceed,  Washington's  participation  in  further  developments  was  insig¬ 
nificant,  Gen  Clay  reported  by  cable  the  progress  of  his  negotiations 
with  Gen  Robertson  indicating  particularly  his  fear  that  the  reforms  pro¬ 
posed  by  the  British  might  result  in  excessive  centrallaation  of  govern¬ 
mental  power.  On  7  May  19li7»  the  War  Department  sent  to  Gen  Clay  a  cable 
giving  agreed  suggestions  of  the  Secretaries  of  State,  War  and  Navy  on 
avoiding  this  contingency.  Powers  exercised  at  the  bizonal  level  should 
be  carefully  limited,  and  final  legislative  powers  should  be  reserved  to 
the  Military  Governors,^  Apart  from  this  cable,  however,  the  records  of 
the  Civil  Affairs  Division  indicate  no  guidance  supplied  to  CMIUS  in 
f.onnection  with  the  first  bizonal  reorganization. 

The  failure  of  the  State  Department  to  coordinate  its  German  activi¬ 
ties  adequately  with  OMSUS  did  not  mean  that  the  Department  had  become  en¬ 
tirely  passive.  On  the  contrary,  it  evinced  a  tendency  to  inject  itself 
into  inter-Allied  negotiations  in  such  a  way  as  to  embarrass  OHGUS,  which 
often  did  not  expect  such  Intervention,  Such  incidents  sometimes  occurred 

1.  Cable  WDSCA  PL  to  CINCEUR  for  Clay,  WAHX  97686  of  7  May  19li7,  CAD 

Numerical  File,  RG  122,  HS.  SECRET 
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•s  •  rasult  of  communlcationa  f^om  USPOLAB  to  the  State  Department  (which 
were  not  always  cleared  vLth  Ambassador  Murfiiy)}  following  which  queries 
and  sometimes  pointed  suggestions  would  come  back  to  CMIUS  through  War 
Department  channels*  The  friction  thereby  engendered  led  Assistant 
Secretary  of  War  Petersen  to  write  to  Oen  Hilldring  on  16  July  191*7* 
suggesting  that  the  War  and  State  Departments  agree  on  the  following 
policy  statement* 

"It  Is  recognized  that  German  problems  which  cannot  be  resolved  in 
Germany  must  be  resolved  at  governmental  level.  However*  In  the  inter¬ 
est  of  better  coordination*  such  problems  should  not  be  discussed  In 
detail  elsetdiere  until  discussions  have  proved  fruitless  In  Germany. 

When  questions  relating  to  internal  German  problems  are  raised  at  govern¬ 
mental  level*  idierever  practicable  our  government  should  suggest  to  the 
other  governments  that  the  question  be  first  referred  to  Germany  for  con¬ 
sideration  by  the  military  governments  concerned  so  that  they  may  submit 
their  views  to  their  respective  governments  before  the  problem  is  con¬ 
sidered  at  the  governmental  level*" 


While  circumstances  might  warrant  exceptions  to  the  proposed  policy, 
Petersen  continued*  he  had  no  doubt  of  its  soundness.^ 


While  later  correspondence  indicates  that  Petersen's  proposal  to 
resolve  all  questions  on  the  Military  Government  level  so  far  as  possible 
was  accepted*^  there  was  considerable  lack  of  clarity  regarding  Gen  Clay's 


1*  Letter,  Asst  Sec  of  War  Howard  C.  Petersen  to  Asst  Sec  of  State 
Gen  John  H.  Hilldring*  16  July  19U7,  CAD  Decimal  Pile  33l*  SWNCC, 
RG  122*  ORB.  SECRET 

2.  A  ease  in  point  is  covered  in  cable  WAR  68177  of  11  Oct  19i*7  from 
Gen  Clay  ( teii5)orarily  in  Washington)  to  his  deputy  Gen  Hays*  CAD 
Numerical  File*  RG  122*  DRB.  CONFIDENTIAL 
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authority,  even  though  this  authority  had  been  newly  defined  in  Directive 
JOS  1779  of  11  July  19U7.  As  explained  in  War  Department  internal  memo¬ 
randum  of  29  August  19U7t 

"...The  desk  officers  and  career  officers  in  the  State  Depaitment 
have  had  a  tendency  toward  telling  General  Clay  how  instead  of  what  to 
do  concerning  the  occupation  idille  the  War  Depiurtnent  had  generally 
considered  General  Clay  capable  of  detencLning  and  conducting  necessary 
negotiations  satisfactorily.  The  issue  has  been  further  coii5)licated 
through  general  neglect  to  utilise  official  channels  between  Washington 
and  General  Clay,  official  channel  is  through  the  JCS,  but,  in 
practice,  this  channel  has  been  disregarded  and  the  majority  of  conn 
muni  cations  have  developed  into  personal  messages. 

"Another  factor  which  caused  some  friction  resulted  from  attenQsta 
by  representatives  of  other  nations  who,  not  being  able  to  make  their 
point  with  Clay,  attempted  to  exert  pressure  by  appeals  to  the  State 
Department  through  their  respective  embassies.  Until  recently  the 
State  Department  has  lent  a  sTiopathetic  ear  to  these  pleas  but  has 
agreed  to  discourage  these  end  runs  in  the  future." 

Still  another  problem  resulted  from  requests  by  the  Department  of  State 

for  measures  requiring  additional  expenditures  for  which  nelthtr  the 

War  nor  the  State  Department  had  the  appropriations.  A  case  in  point, 

in  the  economic  field,  was  the  request  to  ship  part  of  the  Oeiman  im= 

ports  through  the  Benelux  ports  for  political  reasons.  This  would  have 

cost  five  million  dollars  annually  for  idiich  no  funds  were  available.^ 


The  conflict  between  the  State  and  War/Aragr  Departments  In  Washing¬ 
ton  had  its  Inevitable  parallel  in  dissension  between  the  Office  of 
Political  Affairs  (USPOUD)  and  OMGUS  in  the  theater.  The  main  conqieti- 
tor  of  USPOLAD  was  the  OMGUS  Civil.  Administration  DiviBlon,  idiich  as 


1.  Memorandum,  subjects  "Points  of  Difference  Between  the  State  and 
War  Departments  Concerning  the  German  Problem,"  tron  Col  Henry  A. 
Byroade,  Chief,  Military  Survey  Bran  A,  P  &  0,  to  Gen  Norstad,  Chief 
P  &  0,  29  Aug  \9hli  F  A  0  Decimal  File  091  Germany,  ISB.  C(»IFIDEMTIAL 
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early  as  19U6  took  over  certain  operating  functions  of  USPOLAD,  playing 
at  the  same  tine  a  growing  role  in  the  development  of  policy.  For  a 
whiles  a  modus  vivendi  was  attempted  based  on  a  division  between  politi¬ 
cal  aiffcLLrs  j  which  r  ernalned  the  province  of  USPOLAD^  and  governmental 

I 

affairs  for  which  the  Civil  Administration  Division  became  responsible. 

It  soon  proved,  however,  that  the  two  couid  not  be  separated.  Since  the 

Civil  Administration  Division  was  ihlly  under  the  command  of  the  Military 

I 

Governor,  while  USPOLAD  owed  its  primary  allegiance  to  the  State  Dej^rt- 

i 

ment,  it  was  natural  for  Gen  Clay  to  refer  problems  to  his  own  subordin¬ 
ates  when  in  doubt, 

) 

As  liaison  between  the  State  and  War  Departments  deteriorated  during 
the  latter  period  of  military  government,  Gen  Clay  felt  increasingly  the 
need  for  political  staff  officers  who  would  support  him  without  qualifi¬ 
cation,  and  who  would  not  initiate  pressure  from  above  via  another  de¬ 
partment.  As  the  Civil  Administration  Division  demonstrated  its  capacity 
to  deal  with  broader  political  problems,  the  Director  of  that  Division 
became  the  de  facto  political  adviser.  Both  In  the  negotiations  on  bl- 
eonal  organization  and  in  those  on  West  German  government  and  t  rlzonal 
fusion  discussed  in  Chapter  10,  technical  planning  and  advice  were  the 
exclusive  province  of  the  Civil  Administration  Division, 


7III-71 


SECRET 


SECIET 


Chapter  9 

THS  tlABSHALL  FLAK  AKD  THE  DISiANTLCMG  ISSUE 

INCLUSICM  OF  GERMm  I»  THE  EUROPEAN  RECOVER!  PR0GRA>1 

Fron  the  very  beginning^  it  was  tunderstood  that  the  European 
Recorery  Prograa  would  have  to  Include  OenaaTiyj  because  West  Euro¬ 
pean  economies  were  dependent  in  varying  degrees  upon  German  prod¬ 
ucts.  On  20  June  1947*  two  weeks  after  Secretary  Ifarshall  had 
broached  the  program  at  Harvard*  the  State  Department  circularized 
US  ambassadors  in  Europe,  asking  Xor  Inforuatlon  to  be  used  In 
planning  an  American  aid  prograa.  The  sane  message  was  sent  throu^ 
the  War  Department  to  asking  what  role  the  Western  Zones  of 

Gemai^  could  play  In  West  European  rehabilitation,  vdiat  assistance 

Germany  would  need  and  could  extend,  and  how  Germany  isould  contribute 

1 

most  to  European  recovery. 

Eas'ly  in  July  1947  the  Secretaries  of  State,  War  and  Navy  ap¬ 
proved  the  following  statement  on  Germaiyfs  role  in  European  economic 
recovery  I 

a.  The  United  States  is  willing  to  have  occupied  Germany 
ooHaborate  fully  in  preparing  Europeatn  proposals..  No 
initiative  on  the  part  of  the  US  Zone  is  called  for, 
but  the  ocoi^ied  area  must  be  represented  in  European 
planning. 

1«  Gable,  WD3CA  to  CINGEUS  personal  for  Clay,  WARE  80543  of  20  Jun  47* 
aiGUS  Historical  Fils  419/$*  KCRC.  SECRET 

H-l 


SECRET 


SIHET 


Chap  9 


wat  betwea  Genaaaiy  and  tha 

pwidltmifl  InvDlva  iacraaaad  Uhitad  atataa  ax- 

SSJtdS!  *  ««P<»ndituraB  ahould  hT 

SSrnat4S^l*o^SiSuons”£^i  Bwop^n  govaraaentB  and 

program  oopSBuffLSt 

rohabilitiSaa  of  sS^e.  ^  economic  reaovery  and 

'’■  4?’St'S5<^Tt1X ^5L‘  “r  "♦’’“y »« 

fTr.9  t.  th.  StatefooleS^'?" 

»•  l«iMrt  SOTpMn  r,co«n,  <»nf,r„c.  k^ld  i„  r«I«  In  J„]j, 
W  th.  pr,vlkW  0«.ltt,.  of  luropo„ 

tton  (OMg)  to  for^t.  Buroj»«,  „oea.  for  rocovaiy  ao4  r.h.MH>,..-„ 
11^.  c«ttt..  4.„<,.d,  .t  tho  o«t.«  of  ito  operation.,  to  a*  the 
«®«4.r.  in  «l.f  Of  t.»  oconplea  of  0.™.,^  for  „„  tnfor- 

«tlon  „,n.et«  fron  p^tlolpatlnj  cotntrle..^  lb,  OW  .pp«K,en  to 
It.  of  J1  a,pt.,a.r  i5„  . 

“."Mjr.  tsoaed  bf  thoae  partlolpatino  oountrlee  vihlch  had  been  at  mr 

Mh  ibio  ^ 

Buropaan  raggveiy  in  t:.ie  following  tarns, 

rasouTOBB  aS*'re$uirSts,‘^l/ia'ildla^  *  Ewopean  balancB  Bheat  of 
Qeroanor,  alnpe  ^at  eoonooy  ^  account  of 

Jhinga  will  roraaln,  cIobb^  tiad^up  ^th  So  ^  of 

Euj*opean  opuntrieB..,  ^  aa  up  with  thg  economic  Byatom  of  other 
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'’2«  Hie  CSerman  eoononsr  must  not  be  allowed  to  develop  to 
the  detriment  of  other  Eunpean  oovintrlea,  aa  it  haa  done  In  the 
paat.  But,  if  European  cooperation  la  to  be  effective,  the  Gexnan 
econougr  uuat  be  fitted  Into  the  European  econoa^  ao  that  It  may  con¬ 
tribute  to  a  general  Improvement  in  the  atandard  of  living*  ...An 
Increaaed  production  and  eoqport  of  Ruhr  ooal  ia  in  fact  eaaentlal 
for  European  recovery,  and  both  coal  and  coke  ahoiU  be  fairly  dia- 
tributed  between  those  countries,  including  Qermeny,  which  depend 
on  the  Ruhr  for  their  supplies.  The  machinery,  raw  materlale,  food 
and  other  supplies  which  are  required  to  increase  Ruhr  coal  produc¬ 
tion  deserve  high  priority  in  axy  program  of  imports  either  in 
Oemany,  or  into  Europe  aa  a  vAiole. 

"3.  Other  Western  European  coimtrias  cannot  be  prosperous  as 
long  as  the  econosy  of  the  Western  Zone  is  paralysed,  and  a  substan¬ 
tial  increase  of  output  there  will  be  required  if  Europe  is  to  be¬ 
come  independent  of  outside  support.  In  planning  this  increased 
output,  aocount  diould  be  taken  of  the  essential  goods  which  Europe 
needs  from  Western  Germany,  idiich,  like  the  participating  countries, 
will  require  help,  particularly  as  the  requirenente  of  security  will 
make  neoessaiy  Important  changes  in  the  structure  of  her  eeonooy." 

Bizonal  Germany,  the  note  continued,  contained  from  8  to  10  million 
more  people  than  before  the  war.  To  achieve  economic  balance  by  the 
end  of  1951  it  vwuld  have  to  increase  its  sxports  above  the  pre-war 
level  while  adopting  an  expanded,  thou^  still  austere,  import  program. 
It  was  eesentlal  that  both  the  participating  countries  and  Western 
Germany  become  aelf -supportings  "If  either  achievea  viability  only  at 
the  expense  of  the  other,  the  European  econony  will  still  be  unsound." 
Finally,  the  German  tariff  should  be  revised  so  ae  to  promote  inter¬ 
national  Trade  Organization  euxd  otlier  international  economic  organiza¬ 
tions  as  soon  as  feasible. 

Secretary  Kar shall,  in  his  Chicago  addresa  of  18  November  1947 
on  "Problems  of  European  Revival  and  the  German  and  Austrian  Peace 


4.  Appendix  B  to  General  Report  of  CEBC,  21  Sept  1947«  Vol.  I 
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Settl«o«nt«,"  eaphasiaed  ths  need  for  a  roetoration  of  Goman  produc¬ 
tion  under  proper  controls  as  part  of  the  general  axropean  Recovery 
Program.  Vhlle  it  was  intended  to  keep  Qermany  demilitarised  end  to 
avoid  the  creation  of  ooonomic  power  that  a  future  German  Government 
could  use  as  a  weapon  for  furthering  nationalist  policies^  the  attempt 
artificially  to  limit  German  peacetime  production  would  render  impossible 
the  economic  nvlved.  of  Surope.  There  was  an  admitted  di  1  eaaa^  said  the 
Secretary^  but  the  solution  advocated  by  the  United  Statea  was  to  establish 
safeguards  so  that  the  industrial  potential  of  the  Bohr  would  be  used  for 
the  benefit  of  the  European  community  as  a  whole.  Refuting  the  charge 
that  the  United  Statea  had  given  priority  to  the  restoration  of  Germany 
ahead  of  other  countries^  Secretary  Marshall  pointed  out  that  German  re¬ 
covery  had  lagged  so  far  behind  the  rest  of  Europe  as  to  retard  the  whole 
effort  for  European  recovery.  Industrial  production  wue  less  than  one- 
half  the  pre-war  cate,  and  food  supplies  were  seriously  below  the  minimum 
requirement  for  health  and  efficiency.  In  fairness  to  the  American 
ta3q;>sysr,  idio  had  been  contributing  hundreds  of  r'ilUons  of  dollars  annu¬ 
ally  to  support  the  US  Eons,  Germany  must  be  made  self-eupporting  as 
5 

quickly  as  possible. 


5.  "Problems  of  Suropsan  Revival  and  ilerman  and  Austrian  Peacs 
SsttlMM&ts,"  address  by  Secretary  George  0.  Marshall  at 
Chicago,  18  November  1947,  reprinted  .in  Story  in  Doaupents. 
PP  9  -  13. 
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Pr«iid«nt  Truaui's  Mssags  of  19  Dacsaber  to  Congroos  proposing 
A  pMgran  for  US  aid  to  European  recovery  Bade  specific  provision  for 
Westsm  Genaany.  Ihe  ralatlonahlp  between  aid  to  Gemany  tindor  the 
recovery  program  and  the  winlimas  assistance  granted  throng  Militaxy 
Qovemaant  under  the  "disease  and  unrest”  formula  was  explained  as 
follows i 

”1he  productive  capacity  of  the  hl^ly  industrialised  areas  of 
Western  Gennany  can  contribute  substantially  to  the  general  cooperative 
effort  required  for  European  reoovery^  It  is  essential  that  this  pro> 
duotlve  capacity  be  effectively  utUlied*  and  it  is  especially  li^r- 
tant  that  the  coal  production  of  the  Ruhr  continue  to  increase  raj^dly. 

"Bvezy  precaution  must  of  course  be  taken  against  a  resurgence 
of  military  power  in  Germany*  Ihe  United  States  had  made  clear  on  many 
occasions  its  determination  that  Germany  shall  never  again  threaten  to 
dominate  Europe  or  endanger  the  peace  of  the  world.  Hie  inclusion  of 
Western  Gemany  In  the  European  Recovery  Program  will  not  weaken  this 
determination. 

"is  an  occupying  power  in  Western  Gennany,  the  United  otates  has 
the  responsibility  to  provide  minimum  essentials  necessary  to  prevent 
dlseaee  and  unreat.  Separate  appropriations  will  be  requested  for  this 
purpose  for  the  period  throu^  Juno  30>  1949. 

"Above  this  minimua  level,  amounts  needsd  to  assist  in  ths  rs~ 
habilitatlon  of  Westsm  Gsniany  ars  included  in  the  ovsr-all  estimates 
for  aid  to  European  reoovery." 

Ibe  War  and  State  Departments  ^lgresd  that  the  details  of  inte¬ 
grating  the  bizonal  area  into  the  European  Recovery  Program  would  be 
worked  out  In  Europe.  In  September  1947  instructions  were  sent  to  have 
a  US/UK  delegation  represmnt  the  Blzone  in  the  deliberatioils  of  the  GEES. 
Hiere  was  at  first  disappointment  in  Blzonia  when  it  was  learned  that 
Germany  would  be  represented  only  by  the  Military  Goveraments.  Ihls 
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reaction  was  later  overcome  In  part  whm  Gemsan  tochniciaxis  were  per- 

6 

Bdtted  to  work  directly  with  those  of  other  participating  countries. 

Die  problem  of  Geman  economic  recovery  was  intimately  con¬ 
nected  with  the  questions  pf  reparations,  dismantling  of  reparations 
plants  and  the  permitted  level  of  industry.  Both  Washington  agenciea 
ani  OMQUS  were  aware  of  ttie  po-^ential  conflict  between  the  reparations 
program  involving  removal  of  Germai.  Industrial  capacity  and  the  recovery 
program  which  aimed  at  incroaeing  German  production.  For  a  time  it  was 
believed  that  the  dlleoua  had  been  avoided  by  restricting  dismantling 
and  removal  to  plants  that  were  genuinely  eurplue  in  the  sense  that  the 
Germans  could  not  use  them  In  the  foreseeable  future.  Congress,  however, 
did  not  agree  and  the  dlamantling  of  reparations  plants  becsaw  a  major 
iesue.  In  the  hearings  and  debates  and  in  the  policy  dlecussions  in 
Washington  and  the  theater^  it  became  appe-reut  that  reparations,  the 
level  of  industry  and  recovery  were  oooi’dlnate  parts  of  an  overall 
economic  problem  denandlng  integrated  l^reatment. 

IHB  REViaED  LEVEL-OP-INKJSTEY  PLAN  OF  1947 

At  Moscow  in  April  1947,  after  the  CFii  had  reached  a  deadlock. 
Secretary  of  State  Marshall  agreed  with  British  Foreign  l<Iinlster  Ernest 
Bevln  that  the  approved  level  of  induetry  for  the  Bisone  should  be  revised 


6.  Cable,  WD3GA  to  CINCIUR,  Clay  personal  from  Nooe,  WAR  85540 
of  3  September  1947,  CAD  Numerical  File,  RG  122,  DRB. 
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Upward,  providing  additional  industrial  capacity  to  assure  the  self- 
sufficiency  of  the  area.  Tlie  new  level  of  industry  was  to  be  announced 
hy  1  July  1947,  and  a  new  shortened  list  of  plants  available  for 
reparations  was  to  be  published  15  August.  Passing  throu^  Berlin 
on  his  way  homo  to  Washington,  Marshall  informed  Gen  Clay  of  this 

7 

decision. 

Dispute  Between  the  State  and  War  Departments 

Without  further  guidance  from  Washington,  C-en  Clay  and  his  staff 

joined  with  British  Military  Ctovernaont  in  developing  the  new  increased 

level  of  industry.  Initial  differences  were  rapidly  resolved  by  a 

bipartite  working  party.  The  State  Department,  however,  was  working  on 

the  same  problem  without  reference  to  0MGIU5.  On  26  Hay  1947  It  presented 

a  paper  to  flWMGC  containing  inatructione  to  be  issued  to  Gen  Clay  on 

executing  the  agreement  which  Marshall  and  Bevin  had  reached  in  Moscow. 

On  13  June  Gen  Clay  cabled  that  the  working  party  had  agreed  on  a 

revised  level  of  industry  which  would  make  the  bitonal  area  self-siipporting. 

He  proposed  that  "it  be  announced  as  the  final  level  of  Industry  plan  for 

US  and  UK  Zones  imtil  economic  unification  is  obtained..."  Upon  receipt  of 

8 

this  cable,  the  proposed  SWNCC  paper  was  withdrawn  as  unnecessary. 


7.  Decision,  pp,  174,  321. 

8.  Gable,  OMGUS  to  WD,  CC  9520  of  13  June  1947- (WD  CM-IN  2121  and  2228), 
GAD  numerical  file,  RG  122,  DRB;  Hsnorandum,  Gen  Noce,  Chief,  QAD  to 
AS/W  Petersen,  15  July  1947,  WDSCA  decimal  file  387.6,  RQ  122,  DRB. 
SECRET 
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Bie  revision  of  the  German  level  of  industry  vai  related  not  only 
to  the  question  of  reparations  but  also  to  that  of  restitution,  since 
numerous  items  of  capital  equipment  in  German  factories  were  the  subject 
of  Allied  claims.  A  major  dispute  over  both  subjects  arose  between  the 
Department  of  Stats  and  OMQUS,  with  the  War  Department  acting  as  Wash¬ 
ington  advocate  for  the  views  of  Gen  Clay.  As  Col  Cheseldine  of  the 
Planning  Branch  of  CAD  reported  to  Gen  Noce,  "the  delay  in  making  a 
governmental  decision,  to  >diioh  indecision  the  War  Department  is  a  party, 

has  placed  Gen  Clay  in  an  untenable  position  from  which  he  has  thus  far 

9 

unsuccessfully  sought  escape." 

Ihe  issue  between  the  Departments  of  State  and  War,  as  outlined  by 
Col  Cheseldine,  was  as  follows i 

"...The  eeonoBdo  merger  of  the  US-UK  Zones  has  resulted  in  the 
establishment'  of  a  new  level  of  Industry.  This  level... will  reduce  the 
Industrial  equipment  available  for  reparations.  Reduction  in  'avail¬ 
abilities'  will  require  a  revision  of  lists  submitted  to  lARA.  Meanwhile, 
restitution . policies  directed  from  Washington  would  require  Gen  Olay  to 
make  restitution  'on  top  of  or  'in  addition  to'  reparations  removals,  thus 
affecting  the  agreed  level-of -Industry. 

"The  State  Department  has  evidenced  a  philosophy  which  stems  from  an 
assertion  that  'we  are  committed  to  a  reparations  program,'  and  'we  must 
restitute  regardless  of  its  effect  upon  the  level-of -industry, '  and  'we 
osnnot  deny  reparations  or  restitution  merely  to  bsnefit  the  German  level- 
of-industry." 

"Hie  problem,  then,  is  to  establish  a  policy  of  priority  for  (a)  level- 
of-induetx7,  (b)  restitution,  (o)  reparations." 


9«  Memorandum  from  Col.  R.  U.  Cheseldine,  C'.iief,  Planning  Branch,  CAD  to 
Gsn  Daniel  Nooe,  Chief,  CAD,  14  July  1947,  CAD  decimal  file  36I.O 
Gexvany,  RG  122,  DRB.  SECRET 
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Th«  poUoy  on  restitution  to  •x-«nea7‘  oouatriei,  Cheseldiue  continued^ 

was  too  broad  in  aoopo  and  not  properly  coordinated  with  British  policies 

or  with  the  peaoe  treaties.  Bef erring  to  several  cables  fitat  Gen  Clay 

which  were  lying  unanswered  in  the  State  Departnent,  Cheseldlne  noted  that, 

except  for  the  2  July  level-of-induBtiy  cable  (see  below),  Mall  we  have 

been  able  to  get  rron  the  State  Oepartsient  thus  far  is  a  reaiark  iron 

Mr.  Gross  of  Gen  HiUdrlng's  office  that  'Clay  and  State  are  miles  apart  in 

10 

interpretation  of  restitution  policies'." 

Gen  Clay's  instructions  were  to  reach  agreement  with  Gen  Robertson 
on  the  revised  level  of  industry  and  publish  the  results  in  Berlin.  Although 
he  kept  Washington  informed  of  the  negotiations,  there  was  no  requirement 
that  he  subailt  the  proposed  agreement  for  approval  in  Washington.  Since  his 
questions  on  reparations  and  restitution  had  remained  imanswered,  he  was 
forced  to  use  his  ovm  judgment.  This  was  that  the  most  isHwrtant  task  of 
Military  Government  was  to  make  Bisonal  Gensany  self—suppoirting. 

On  2  July  1947,  however,  a  cable  prepared  by  the  Department  of  State 
was  sent  to  Gen  Clay,  oonmenting  first  on  the  level-of -industry  plan  with 
respect  to  various  Industries.  The  cable  than  stated  that  "remains  above 
are  subject  to  general  US  raservation  on  which  we  cannot  consent  technically 
from  here  that  new  level  of  industry  plan  will  produce  substantial  reparation 
deliveries  from  bizonal  area  to  lABA  countries."  The  United  States,  the 
cable  asserted,  was  "committed  to  deliver. ..capital  equipment.. .at  e3q)onse  of 
future  German  standard  of  living."  Gen  Clay's  position  was  accepted  "on 
10 r  Ibid. 
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asaximptlon  that  reparations  demands  of  IAHA  counties  are  not  being 

sacrificed  to  long  run  standard  of  living  benefits  to  iJennany."  Hie  cable 

concluded  by  urgint  In  resolving  remaining  disagreemente  and  joint 

publication  of  the  agreed  level-of-lnduatiy  plan  by  the  US  and  British 

11 

delegations  at  Berlin  and  in  the  Inter-Allied  Heparations  Agency. 

Gen  Clay  replied  by  raising  the  basic  question  whether  US  policy 
Intended  to  satisfy  reparations  requirements  first,  or  to  establish  a  new 
level  of  industry  vdth  reparations  from  whatever  industrial  excess  mif^t 
result  therefrom.  He  stated! 

"If  the  delivery  of  such  plants  to  lARA  nations  is  the  governing 
factor... request  you  advise  us  as  to  the  ninlmum  demand  deemed  essential 
for  lAKA  nations,  as  this  would  automatically  fix  the  level  of  industry  to 
be  left  in  Germany.  Our  calculatione  have  not  been  based  on  delivering  any 
specified  quantities  to  lARA  nations.  They  have  been  on  the  need  for  a 
German  industry  >^ich  will  provide  a  self-supporting  economy  with  a  low  but 

■  reasonable  etandard  of  living  which  will  contribute  to  Buropeaui  recovery,.,"^ 

The  issue  presented  by  Gen  Clay  called  for  either  a  clear  ait  statement 
of  policy  by  V/ashlngton  or  a  clear  authorization  by  Washington  for  the  deter- 

■  minatlon  of  policy  in  the  theater.'  The  planners  in  the  Civil  Affairs  Division 
of  the  War  Department  recommended  that  Gen  Clay  be  authorized! 

"(a)  To  establish  a  new  bizonal  level  of  Industry. 

(b)  To  declare  a  new  list  of  plants  and  equipment  excess 
to  that  level,  regardless  of  any  prsvious  dsolaratlons. 


11.  Cable,  m  to  OMGUS,  VARX  61354  of  2  July  1947.  CAD  nuaerleal  file, 

RG  122,  ORB,  ^RET 

12.  Cable,  CHGUS  to  WD,  OC-9790  (CM  IN  926}  of  6  July  1947»  CAD  mmerioal 
file,  RG  122,  CRB.  SECRET 
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(o)  To  hold  up  *11  allocAtlons  and  dellverlM  until  *11  rMtitt>i 
tlon  elalna  are  filed  and  investigated  so  that  equlpawnt 
restituted  could  be  replaced  from  the  reparatlone  list. 

(d)  To  reeolve  restitution  to  ex-enee^  eountrlaa  In  aocordioioe 
with  peas  1)  treintlae  and  (jua^partite  agreenents*" 

is  Col  Cheseldlne  pointed  out)  "GAD  has  been  prevented  from  dlseueelng 

thee*  basic  Issues  with  those  In  the  State  Department  who  are  at  the 

eoonomic  wozidng  level  because  our  contacts  are  with  the  Hllldrlng 

Office."  There  were  several  Individuals  In  the  Oenean  Affairs  Section 

"who  hold  strong  opinions  on  reparations  and  restitution  which  are  not 

in  accord  with  those  of  Can  Clay.  It  Is  known  that  dangerous  lapllcatlons 

often  appear  In  cables  which  they  draft  and  they  always  cause  Qen  Clay 

to  reply  In  tart  language."  Cheseldlne  recommended  that  the  Issue  be 

settled  by  the  Cnanlttee  of  Thresi  consisting  of  the  Assistant  Seere> 

tarles  of  State,  War  and  Navy* 

The  Revlaed  Level  of  Industry  Is  Published  in  Spite  of  French  Objections 
Gen  Clay,  who  had  received  no  further  guidance  after  the  cable  of 
2  July,  completed  his  negotiations  with  Sen  Robertson.  On  13  July  he 
cabled  that  an  agreement  stating  new  levels  for  each  category  of  Industry 
had  been  reached  and  would  be  formally  signed  and  released  to  the  press 
on  16  July  19U7,  sn  advance  copy  going  to  the  French  aa  a  matter  of  oourtesy. 
Oen  Clay  added  that  unless  directed  to  the  contrary,  he  would  adhere  to  hie 
prevloxis  decision  to  revise  -ttie  list  of  reparations  plants  and  equipment. 


12a.  Memorandum  from  Col  R.  M.  Cheaeldlne,  Chief,  Planning  Branch,  CAD  to 
Oen  Daniel  Noce,  Chief,  CAD  IJ4  July  19^7,  CAD  decimal  file  36I.O 
Germany,  RG  122,  ERB.  SECRET 
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even  thou.'h  the  Inter-Allied  Reparatiouj  :igency  v/o\i1q  not  be  pleased. 

Mews  of  the  a^sreement  was  not  tightly  held,  since  the  Berlin  newspapers 
of  13  July  carried  the  full  story  with  the  announcement  that  the  agreement 

13 

would  bo  formally  released  three  days  later. 

Late  in  the  afternoon  of  I4  July  1947  the  State  Department  delivered 
to  the  Civil  Affairs  Division  a  draft  cable  directing  Gen  Olay  to  suspend 
finalizing  and  publishing  the  revised  level  of  industry  until  he  had 
received  an  answer  to  his  6  July  cable  on  the  basic  issue  of  ** reparations 
versus  level  of  industry.”  Gen  Moce,  hov'over,  refused  to  dispatch  the 
cable,  which  he  believed  woiild  give  Gen  Clay  the  impresuion  that  his  policy 
of  placing  the  level  of  industry  first  and  reparations  second  was  about  to 
be  reversed.  If  such  were  indeed  the  case,  Gen  Moce  considered,  the  reversal 

14 

would  have  to  be  decided  by  a  higher  level.  As  far  as  Assistant  deoretary 
of  War  letersen  was  able  to  ascertain,  both  tlic  ieuretarie-  of  War  and  State 
sup'xjrted  the  level  of  industi^r  agreed  in  tliw  t.hnatfir. 

In  the  meantijiie,  however,  a  new  element  intervened  to  delay  publi¬ 
cation  of  the  rovlsed  level  of  industry  plan:  a  formal  protest  from  the 
French  Government,  There  was  no  intention  to  withdraw  or  modify  substan¬ 
tially  the  level-of-industry  agreement  because  of  ii’renoh  objections.  At  the 


13.  Cable,  OMGUS  to  WD,  GG  9862  of  13  July  1^7,  CAD  numerical  file,  RG 
122,  DilB.  SIXJUBT;  Heiuorandum  from  Gon  ifoce.  Chief,  CAD  to  Mr.  Petersen, 
A3/V(,  15  July,  1947,  ViDSCA  decimal  file  387.6  Germany,  RG  122,  DIIB, 
SECrJST 

14.  Memorandum  from  Iloce  to  Petersen  as  cited  in  Mote  I3. 
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aane  tlm«,  howaver,  the  desire  for  economic  merger  of  the  French  Zone  of 
Gezne.’ay  with  QLzonia  made  it  neceeaaty  to  deal  with  the  situation  tactfully, 
even  at  the  cost  of  some  delay.  Secretaries  I^iarshall  and  Bevin  therefore 
agreed  to  suspend  announcement  of  the  revised  level  of  industry  until  after 
a  conference  at  which  the  French  could  express  their  viev^s.  ihis  con¬ 
ference  was  held  in  London  from  22  to  27  August  1947. 

The  Department  of  3tate  Instructed  Ambassador  Dou;l.as,  the  UB  re¬ 
presentative  in  the  London  level-of -industry  talks,  that  vdiile  the  French 
Government  was  to  be  permitted  to  express  its  viav;s,  the  United  States  and 
Great  Britain  alone  v/ould  make  all  decisions  regarding  tlie  bizonal  area  until 
the  French  mi^t  agree  to  join.  The  instructions  continued  as  follows: 

•You  should  support  vigorously  the  level  of  industry  agreement  reached 
by  Clay  with  Robertson  and  defend  it  against  any  su  gsstions  from  other 
nations  for  modification.  If  in  your  judgment  there  is  a  genuine  threat  to 
the  sucoeaa  of  the  European  economic  plan  or  if  democracy  in  Franco  will  be 
Uireatened  unless  changes  are  made  in  the  new  level  of  industry  you  should 
transmit  to  the  Dept  tlio  vivws  of  yourself  and  your  adviser,  tojsther  with 
thw  French  and  British  views.  Final  determination  of  the  US  >x>8  will  be 
>joordinated  v.i.th  the  WD  here.** 

If  the  French  should  rAiss  th«  qusstion  of  Joining  tht'j.r  zone  with  the  Blzone, 

Ambassador  Douglas  was  instructed  to  riay  that  while  Friurh  adhtrencn  vi' ild 

be  welcomed,  decision  on  the  bizonal  level  of  industry  oould  not  be  delayed 

15 

pending  discussion  of  such  a  proposal. 


15.  Cable,  from  WDSCA  from  Draper  to  CIUCliUH  personal  for  Clay,  WAR 

04572  of  19  Aug  1947,  repeating  State  Dept  instructions  to  Ambassador 
Douglas,  CAD  numerical  file,  liGr  122,  DliB.  SliERKT 
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la  the  aeantlmaf  US  and  British  Military  Government  had  been  develop¬ 
ing  a  plan  for  returning  the  Huhr,  coal  mines  to  German  management  under  an 
ovex'Hdl  German  control  organization  aupervlaed  hy  the  oocupying  powers. 
Althou^  the  French  vara  concerned  with  the  allocation  of  coalj  they  were 
not  a  party  to  the  negotiations  on  the  organization  of  the  Gennan  coal 
Industry  within  the  US  and  British  Zones.  Much  to  the  surprise  of  the  War 
Departawnt,  the  diplomatic  note  sent  by  the  Department  of  State  agreeing  to 
the  level-of -Industry  conference  invited  discussion  cn  "Management  and 
Control  of  the  Coal  Industry  in  Germany."  Aseistant  Secretary  of  War 
Petersen  hastened  to  cable  to  Gen  Cl3iyt 

"IhiB  never  approved  by  us  and  unJknown  to  us  luitil  today.  Thla  idea 
has  never  even  bean  hinted  to  us  by  b^ate.  I  am  at  complete  lose  to  know 
idiat  to  do."  16 

In  the  Auguat  1947  level-of -industry  talks  the  US  and  British  dela- 

gations  maintained  their  positlona.  A  Joint  US/ui^French  conounlque  of 

28  August  pointed  out  that  Garsiati  reuabilitation  was  not  to  tedce  praeadenoe 

over  but  waa  to  be  coordinated  with  the  rehabilitation  of  Europe.  Ihe 

q[ae8tion  of  international  controls  over  the  Ruhr  was  rsservsd.  It  was  mads 

clear,  however,  that  the  revised  l«v.«l-of-lndvstry  plan  would  be  placed  in 

17 

effect  in  Blzonla  without  delay,  notwithstanding  French  objections. 


16.  Cable,  AGHAR  personal  from  Petersen  to  CINCBJB  personal,  WAR  827d4  of 
25  July  47,  QHGUS  decimal  file  091.3»  KCRC.  SECRET  (downgraded  from  TS). 

17*  Leval-of-Induatzy  Talks,  Aug  22-27,  1947«  Communique  Iseued  Jointly  by 
the  US,  the  UK  and  Fra:io«,  28  Aug  1947*  l>ept  of  State  Bulletin,  7  Sept 
1947#  pp.  467-472J  reprinted  in  Decade.  562-563. 
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The  iiidustrial  capacity  to  be  retained  in  Germany  under  the  1946 
lavel-of -Industry  plan  would  have  suffieed  for  production  equal  to  55 
percent  of  tlie  1938  level  or  between  70  end  75  percent  of  1936  production. 
Ilie  new  plan  retained  sufficient  additional  capacity  in  the  bizonal  area  to 
approximate  the  Geman  level-of-lndustty  in  1936>  a  year  of  neither  boom 
nor  depression. 

Hie  sharp  reductions  of  the  19i46  plan  in  the  metals^  machinery  and 
chemical  industries  were  modified  so  as  to  leave  a  capacity  sufficient  to 
produce  from  5  to  10^  less  than  in  1936w  The  new  plan  was  based  primarily 
on  the  requirement  to  make  bizonal  Germany  self-supporting.  Consideration 
had  been  .-^iven  to  tlie  increase  in  population  due  to  the  Influx  of  expellees  ^ 
changes  in  price  relationships,  and  the  need  for  increasing  exports  from 
Bizonla  by  15!?  above  the  level  of  1936.  i 

I 

In  the  basic  steel  industry,  however,  the  1947  level-of -industry 
plan  still  provided  for  a  air.yiifioant  reduction  in  capacity.  Although  the 
parinlttcd  level  of  industry  had  been  raienri  fTom  7.5  m-nunn  foj. 

of  Gen’any  in  the  1946  jilan  to  10.7  lalllion  tons  for  the  Ur.*"'  ” _ _  v«j.v 

figure  was  Oi.l^  y";'-  of  the  1936  production  of  14.9  million  tons  and  only 
56^  of  the  existing  steel  capacity  of  19.2  million  tons.  Thus  44^  of  the 
bizonal  steel  capacity  was  left  available  for  restitution, 'reparations,  or 
destruction. 

Ths  revised  level-of-lnduatry  plan  for  the  US  and  British  Zones  was 

18 

published  on  29  August,  I947.  In  October,  1947  the  US  and  British 

18.  Dept  of  Stats  Bulletin  ,  7  Sept  1947,  pp. 467-472;  reprinted  in  Decade. 

563-568,  also  in  Story  in  Docnm.»nt.y^^«;7-vAj- 
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lfLlitaz7  Governors  published  a  revieed  repiarationa  list  containing  683  wap 
plants  and  advanced  delivery  plants  that  had  sd.read]r  been  listed  for 
reparations,  plus  an  additional  group  of  surplus  peacetime  plants  available 
for  reparations  from  the  bizonal  area.  The  revised  list  contained  a  total 
of  859  plants  as  compared  with  about  1500  considered  for  reparations  under 
the  1946  level-of-industry.  The  net  effect  was  to  save  approximately  641 

19 

plants  for  the  Germans. 

RETAHATIOHS  DIStUNTLING  aSCOlIcS  A  POLITICAL  ISSUE 
The  Haparations  Program  is  Criticized  in  Congress 

The  inclusion  of  Gerniany  in  the  European  Hecovery  Pro.^ram  conmiitted 
of  US  funds  to  develop  Gorman  productive  capacity.  This  occasioned  criticism 
that  the  reparations  pro  jram,  »diich  Involved  the  dismantling  of  industrial 
capacity,  was  bein’  conducted  at  the  expense  of  American  taxpayers. 

The  first  political  skirmish  over  reparations  occurred  even  before 
the  Karahall  Plan  had  been  announced.  In  April  1947»  when  there  was  a 
orltical  shortage  of  fertilizer  In  the  United  States,  Senator  Eastland  was 
axarmea  bjr  the  ulsuicuitlluK  wf  GeniMui  fertilliber  plottbe  ana  uhe  export  ox 


19.  Three  Years  of  Reparations.  Special  Report  of  the  Iii3,itaiy  Governor, 
OMGUS,  Nov,  1946,  p.  3*  The  Reparations  List,  which  covered  not  only 
the  bizonal  area  but  also  the  French  lone,  provided  for  plant 
dismantlings  as  follows  1  IVax-  plants  336,  ferrous  metals  94,  non- 
ferrous  metals  21,  chemicals  68,  mechanical  engineering  327,  electrical 
engineering  4»  shipbuilding  4>  pov/er  plants  4«  building  materials  1, 
total  859. 
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Aaerlcan  fertiUserfl.  nie  destraetlonj  said  Ssnator  8s8tland«  was  at  the 
eaqpense  of  Aaeorlcan  fanasrs  idio  "over  large  areas  In  the  United  States  are 
aotuaUy  not  able  to  secure  fifty  percent  of  their  fertiliser  needs •*'  He 
offered  an  anenitaunt  to  the  First  Deflolenoy  Bill  for  19h7  provldln^t 

"...that  the  Secretary  of  War  Is  authorised  and  directed. to  is^ue 
orders  to  the  nllltary  and  dTillan  personnel  of  the  United  States  ^aged 
In  the  occupation  of  Gersianar  inudlataiy  to  discontinue  any  pi^ram  for 
the  dleman-^ng  of  annufaeturing  plants  or  other  facilities  In  Germmy  used 
for  the  production  of  fertilizer  or  fertilizer  ingredients." 

Although  the  Eastland  amendment  reoeired  some  support  from  both  parties 
it  maa  defeated  on  a  point  of  order  raised  by  Seiuitor  Xnoiiland«  idio  felt 
that  Congress  should  not  tie  the  haxids  of  Oen  Clay.  A  Joint  resolution  to 
the  same  effect  Introduced  a  few  djor*  later  was  Vdnwd  in  eomtlttae.  As 
Senator  Gumey  obserredj  howerer*  the  debate  had  serred  its  purpose  sinoe 
the  War  Department  could  "w3.thoat  further  notice  from  the  Congress  >  lesre 
those  plants  In  bedng." 

There  vas  a  lull  In  Congressional  discussion  of  reparations  while  the 
rerlaed  level-of-induatry  plan  vas  being  developea.  it 

appearedf  did  not  settle  the  reparsMons  since  eren  CJCUS  mould 

hare  preferred  a  steel  capacity  higher  than  the  10.7  million  tons  that  the 
British  (who  now  took  a  more  restriotlTS  position  than  did  the  United  States) 
wore  willing  to  accopt.22 


20.  Congressional  Reeord.  2J»  ApxU  iphT. 

21.  Congressional  Record.  loo.olt. 

22.  Dedelon.  321-322. 
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Congressional  interest  in  occupation  policy  increased.  Much  of 
this  interest  revolved  around  the  question  ether  plant  dismantlings, 
even  at  a  reduced  rate,  did  not  hamper  European  recovery  and  ^crease 
the  burden  on  U3  taxpayers.  This  was,  f'-r  instance,  the  view  of  Senator 
Bridges,  who  otherwise  approved  generally  of  occupation  policy  and  admin¬ 
istration.  A  cable  of  25  Septenber,  1947*  dealing  vdth  the  subject  of 
Milltaxy  transport  for  visiting  Congressmen,  mentions  trips  to  Germany  by 

23 

eleven  separate  Gomnittees  and  Bubcozaaittees  of  the  3enate  and  the  House. 

So  far  aa  reparations  and  the  level  of  industry  were  concerned,  the 
moat  important  Congressional  committee  that  visited  Germany  during  the  fall 
of  1947  was  the  House  Select  Committee  on  Foreign  Aid,  headed  by 
Representative  Herter,  >diich  studied  the  proposed  European  Recovery  Program 
prior  to  its  consideration  by  Congress.  Ihe  Herter  Cumiaittee  had  assembled 
a  large  staff  of  research  analysts  and  consultants  under  the  direction  of 
Professor  William  Y.  Elliott  of  Harvard  and  later  produced  a  series  of 
elaborate  geographical  and  functional  reports  totsUlng  683  published  pages. 


23.  These  Committees  werei  Senate  and  House  Armed  Seirvlces  Committees;  War 
Dept  SuboommittssB  of  Senate  and  House  Appropriations  Committees;  Senate 
Select  Committee  to  Investigate  the  National  Defense  l^rogram;  House 
Select  Committee  on  Foreig^i  Aid  (Herter  Coumiittee) ;  Food  Shortages  Sub- 
coomittee  of  House  Agricultural  Committee;  Senate  Foreign  Relations 
Coomlttes  and  Houss  Foreign  Affairs  Committes  and  their  Subooonitteee; 
House  Interstate  and  Foreign  Commerce  Committee;  and  Senate  Judiciary 
^bcomnittee  on  Immigration  and  Naturalization.  Cable,  CSUJ)  to  HQ 
BUCOM  WARZ  87081  of  24  Sept  1947,  CAD  numerical  file,  RG  122,  DRB. 
teSTRICTED.  Decleion  237. 

24.  Pinal  Report  on  Foreign  Aid.  1  May,  1946*  House  of  Repreeentativee 
Report  1845,  80th  Congress,  Second  Session. 
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The  full  Herter  Goamittee  spent  several  days  in  Gennany.  Its 

aubooBBilttee  on  Qemany  headed  by  Representative  Francis  CasSj  studied 

Genian  and  Austrian  eoonouLc  problens  in  the  field  for  several  weeks,  and 

beoaiae  extremely  critical  of  continued  reparations  removals  •  It  recoaf* 

mended  that  plant  dismantlinga  be  suspended  pending  a  full  Congressional 

study  of  the  question  and  that  the  revised  level-of-lndustry  plan  be 

25 

fuirther  reviewed  In  terms  of  the  needs  of  European  recovery. 

EHP  Hearings  Provide  the  Occasion  for  Debate  on  Reparations 

I 

i^ftiile  the  full  European  Recovery  Program  was  being  developed. 
Secretary  of  State  Marshall  submitted  to  the  House  Foreign  Affairs  and 
the  Senate  Foreign  Relations  Cosnlttee  on  10  November  1947  a  proposal  for 
interim  aid.  This  resulted  in  the  Foreign  Aid  Act  of  1947*  approved 
17  Deo^ber  of  that  year.  Although  the  interim  progreua  was  limited  to 
Austria,  France  and  Italy,  its  discussion  became  the  occasion  for  extensive 
criticism  of  the  reparations  program  and  the  punitive  theory  of  occupation 
that  had  contributed  to  it.  On  24  November,  1947  Representative  Vursell 
stated  that  most  members  of  the  Herter  Committee  agreed  that  United  dtates 
difficulties  in  Germany  and  Western  Europe  stenaaed  from  Yalta,  Potsdam  £uid 
the  Morgenthau  Plan.  Quoting  a  State  Department  letter  of  17  November 


25.  The  ^bcomnittee  consisted  of  Frwcis  Case,  South  Dakota,  Chairman; 

John  H,  Vorys,  Ohio;  Charles  W.  Vursell,  Illinois;  Eugene  E.  Cox,  Georgia 
Oveirbon  Brooks,  Louisiana;  W.  Y.  Elliott,  Staff  Director,  Carl  J. 
Friedrich  and  George  S.  Psttee,  Staiff  Goneultants. 

See  "Report  on  Gennany"  Economic  Heeoamendatlons,  Final  Report  of 
Foreign  Aid,  pp.  120-127. 
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Indicating  coal  exports  of  about  3d  million  tons  from  the  United  States  to 

Europe  during  1947*  Vuraell  pointed  out  that  millions  of  tons  of  coal  and 

steel  could  Itsvo  been  provided  from  Germany.  The  eiqport  of  800  locomotives 

to  Germany  recoanended  the  OEBC  was  pointless,  since  the  Germans  could 
2Sa 

build  their  ovm.  Representative  Case  took  the  occasion  to  criticize  the 
high  cost  of  the  U.S.  contribution  to  the  bizonal  economy. 

In  the  Senate  Appropriations  Committee's  hearings  on  the  interim  aid 
program,  criticism  centered  around  the  fact  that  reparations  were  still 
being  shipped  to  the  &>viet  Union  and  its  satellites.  The  hearings  revealed 
uncertainty  eonoeming  the  legal  status  of  the  Potsdam  Agreement,  as  shown 
by  the  foUovdng  exchange  t 

Senatoi'  Saltonstall  Secretary  Royai^ t  "What  power  have 
we  in  your  opinion.  Hr.  Royall,  as  Congress  to  change  this 
situation  and  to  stop  it  if  we  so  desire,  and  if  so,  how  do 
we  go  about  it?  Can  we  simply  cut  the  appropriation,  or  can 
we  do  it  by  advising  you  as  to  the  feeling  of  this  committee 
and  Congress,  or  by  a  resolution  in  Congress...?" 

Secretary  Itovalli  "It  would  be  my  opinion...  that  if  wo  are 
obligated  by  treaty  to  furnish  any  of  these  reparations, 
that  could  not  be  changed  by' congressional  action,  unless 
there  were  a  violation  of  the  treaty." 

Senator  Knovlandi  "Ihis  is  not  a  treaty.  This  is  an  executive 
agreement  entered  into  at  Potsdam  >Aiich  was  never  ratified  by 
the  Senate  of  the  United  States...  In  the  second  place,  if 
there  has  bean  a  breach  of  the  agreement,  I  think  they  would 
breach  it  entirely,  and  it  would  not  merely  be  the  Russians 
who  would  want  to  get  out  from  under  it. 

"Consequently,  it  would  seem  to  me  if  the  executive 
bribh  of  the  government  were  so  inclined,  they  could  very 
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■tronglT’  take  the  position,,. as  long  as  that  breach 
esdsts  on  the  other  side,  there  is  no  longer  any 
obligation  iMhatsoever  to  send  as  nueh  as  a  single 
naohine  tool  into  the  Busslan  area  until  they  lire 
up  to  their  part  of  the  a^eenent  that  says  Qemany 
shall  be  treated  as  an  econosic  unit.* 

27 

Senator  Bridgee  challenged  a  statensat  by  Secretary  of  the  Amy  ' 

Kenneth  G.  Hoyall  that  shipnenta  were  no  longer  going  from  the  US  Zone  to 

Hussia.  Before  his  comnittee  had  left  for  Germany,  a  State  Depaitment 

official  had  asserted  that  disaantled  plants  would  no  longer  be  sent  to 

Russia  and  its  satellites.  In  Germany,  however,  the  committee  had  received 

the  Bavarian  Economist,  published  by  OMCSUS,  ehov^fing  that  the  Soviet  Union 

and  four  satellites  were  five  of  the  six  countries  currently  receiving  the 

largest  reparations  shipments. 

Senator  Bridges;  "Ihere  is  a  lot  of  duplicity  in  these 
things.  The  information  I  believe  youare  giving  and  the 
information  of  a  lot  of  people  is  not  correct,  because 
these  are  the  August  ^1942/  shipments. 


*I  agree  with  completing  the  demiUtarlzution,  but  I 
would  blow  them  up  rather  than  send  to  Russia  so  that 
they  might  be  used  as  a  threat  to  us  and  the  peace  of 
the  world*  I  cannot  conceive  why  we  have  done  this.* 


26.  "European  Interim  Aid  and  Qovemment  and  Relief  in  Oocupled  Areas*  t 
Hearings  before  the  Coonlttee  on  Appropriations  -  U.S.  Senate,  80th 
Congreee,  Ist  eeselon,  pp.673>4. 

27.  The  War  Oept  (mlnuB  the  Air  Force)  became  the  Dept  of  the  Army  in 
Sept  1947. 
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In  the  US  Zone,  Bridges  continued,  42  million  out  of  45  aillion  reichsmarks 

worth  of  property  had  already  been  delivered  to  Rueaia.  Later  in  the  hearing, 

the  Senator  condtinned  strongly  the  continued  shipment  of  lend-lease  materials 

to  the  Soviet  Union  and  criticized  Assistant  Secretary  of  State  Willard 

28 

Thorp  for  requesting  Senatorial  approval  of  such  shipaents. 

On  19  Oeoember  1947,  in  debate  on  the  Third  Supplemental  Appropriation 

Bill  for  the  fiscal  year  1948,  the  Senate  resumed  discussion  of  dismantling. 

Senator  Bridges  offered  an  amendment  providing  that  for  90  days  no  pai*t  of 

the  appropriation  should  be  available  for  the  compensation  or  other  expenses 

of  personnel  engaged  in  dismantling  non-military  plants  in  the  Bizone.  The 

amendment,  said  Senator  Bridges,  was  Intended  to  publicize  the  fact  that 

large  quantities  of  reparations  were  still  going  from  Bizonal  Germany  to  the 

East.  He  conceded  that  the  amendment  might  have  no  effect  in  the  British 

Zone  and  perhaps  not  in  the  US  2k>ne 

"...because  American  officials  have  been  so  anxious  to  gbu 
this  material  to  Russia,  Yugoslavia  and  the  Soviet  Allies 
that  they  have  been  rushing  double  time  to  dismantle  those 
plants  and  get  them  across  the  Una." 

Senator  Knowland  agreed.  The  amendment  wuld  be  the  first  statement 

of  policy  by  the  Congress  and  v/ould  servo  notice  on  the  State  Department 

"...That  wo  are  becoming  sick  and  tired  of  some  of  the  policies 
being  followed... at  the  seme  time  when  the  Departoent  /  of  Stat^ 
is  coming  to  us  and  asking  for  the  support  of  the  Emergency  Aid  ' 
Program  and  of  the  Marshall  Program. ..If  this  debate  serves  a 
warning  to  the  Department  that  it  had  better  adopt  a  consistent 
policy,  I  think  the  job  will  have  been  wall  done." 


28.  Ibid,  pp.  675,  677,  801. 

29«  Congressional  Record.  24  Nov  1947. 
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Senator  Tandanbarg  opposed  the  Bridget  isendMant  oa  the  grouadt  that 
It  would  alienate  our  AUlet  and  sight  lead  to  reparations  from  ourraat 
production,  which  the  United  States  had  rejected.  He  proalsed,  howerer, 
that  in  the  fortheondng  debates  on  the  European  Rooover3r  Program  the  entire 
reparations  issue  would  be  thorou^ly  aired,  whereupon  Senator  Bridget 
agreed  to  withdraw  his  amenteent. 

Congress  laTsatigatea  the  Dismantling  Proeran 

Ihe  hearings  during  Deeeober  1947  indicated  that  certain  menhars  of 
Congress  questioned  whether  the  detewdnatlon  by  Military  Govemnant  of 
neoessaiy  and  "aurplua"  plants  had  been  baaed  on  adequate  eoonomio  Investi¬ 
gation.  After  hearings  bafore  the  House  Foreign  Affairs  Gomalttee, 

Lawrenoe  WLUdLnson,  Chief  of  the  (MIOS  SeononLoa  Division,  cabled  from 
Washington  back  to  Berlin  that  conoittee  membtra  were  concerned  over  dis¬ 
mantlings  of  steel  fabricating  capacity  in  relation  to  the  large  demands 
for  strip,  sheet  and  tube  steel  in  the  European  recovery  plan.  IF  raw  steel 
in  blooms  or  blUeta  could  be  imported  from  the  United  States,  with  top 
priority  given  to  labor  and  power,  German  steel  fabrication  could  be  stepped 
up  beyond  the  oapaeity  stipulated  in  the  new  level  of  industry  plan.  If 
the  plants  in  qiestion  should  be  dismantled,  on  the  other  hand,  the  capacity 
going  for  reparations  would  be  iamobilized  and  available  neither  in  Germany, 
nor  in  recipient  countries  Juet  when  ite  product,  were  moat  needed  for  the  EHP. 
Other  cables  dispatched  during  December  I947  Indicated  that  Congress 
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proposed  to  exanliib  the  reparatloas  program  in  increasing  detail,  and  that 
OMOUS  would  have  to  give  specific  facts  and  figures.  Some  confusion  was 
caused  by  newspaper  editorials  inteipreting  Secretary  Royall's  testimony 
before  the  Senate  Appropriatlone  Committee  to  mean  that  the  Department  of 
the  Ariny  did  not  really  support  tlie  government  *8  reparations  policy.  Under 

30 

Secretary  Draper  hastened  to  aas\u*e  Gen  Clay  that  this  was  not  the  case. 

On  24  November  1947#  Representative  Case  introduced  House  Resolution 
365,  providing  for  an  inquiry  into  the  dismantling  and  removal  of  plants 
from  Germany.  This  resolution#  vhich  v/ae  paesed  on  18  December#  1947# 
contained  a  substantial  list  of  questions  to  which  OHGUS  was  required  to 
give  at  least  an  interim  ansv/er  throuiih  the  War  Department  by  5  January  1948. 

Aa  Colonel  Cheseldlne  commented  to  0MGU3  in  a  teleconference  on  this  resolution: 
"Temper  of  Congress  such  that  Stats  and  Army  must  comply  in  all  details."  In 
ths  meantime#  Huuse  Resolution  364,  providing  for  suspension  of  dismantling 
in  Germany#  was  being  considered  by  the  House  Committee  on  Foreign  Affairs. 

During  the  latter  part  of  Deoeiid>er#  1947.  the  Eoonomica  Division  of 
OHGUS  was  largely  occupied  in  assembling  the  information  called  for  by  House 
Resolution  365  as  well  as  more  detailed  data  called  for  by  Staff  Director 
Elliott  of  the  Herter  Comsd.ttee.  The  Oommlttee  showed  particular  interest  in 
German  plants  producing  "bottlenbok  items"  such  as  fabricated  steel#  oil 


30.  Cables#  VID  to  OMOIS#  War  91822  of  8  Dec  1947.  CONFIDENTIAL  War  92045 

of  10  Dec  1947,  CONFIDENTIAL#  Var  92236  of  13  Dec  1947.  SECRET#  and  WARE 
92379  of  16  Dec  1947,  CONFIDENTIAL}  CAD  numerical  file,  RG  122#  DRB. 
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Indostryi  trancport&tlon  and  mining  equipment  •  It  planned  to  reconnend  to 

31 

Congreas  special  appropriations  for  the  rehabilitation  of  these  plants. 

Ihe  State  Decartnent  and  OMGUS  Resist  Pressure  to  Reduce  Further 
Ihe  Dismantling  Program 

Haring  fixed  a  revised  level  of  industxy  and  a  reduced  but  nevertheless 
substantial  list  of  reparations  plants,  both  the  State  Department  and  Gen  Clay 
resisted  pressure  to  suspend  or  reduce  further  the  dismantling  program.  On 
26  November  1947  Acting  Secretary  of  State  Lovett  issued  a  statement  denying 
that  the  dismantlings  under  the  revised  level-of -industry  plan  would  interfere 
with  European  recovery  or  divert  substantial  amounts  of  German  labor  and 
materials  from  constructive  use.  Ihe  full  use  of  existing  industrial  capacity 
in  Germany,  said  Mr,  Lovett,  was  prevented  by  shortages  of  food,  fuel  and 
raw  materials  which  were  likely  to  persist  throughout  the  period  of  the 
European  Recovery  Program,  Germany  could  not  uue  its  total  industrial  capacity 
without  absolute  priority  over  O'Uier  European  countries  in  the  allocation  of 
scarce  materials,  and  the  utmost  German  effort  would  be  required  to  attain  even 
by  1951  the  volume  of  output  envisaged  by  the  revised  level-of -industry  p].an, 
Mr,  Lovett  pointed  out  that  capital  removals  were  the  only  way  for 
Germany  to  pay  even  partial  reparation  for  the  damage  inflicted  on  her  victims. 

31.  Teletype  Conference  ITT  8920  of  31  Dec  1947  between  CAD,  Washington, 

(Col  Cheseldine)  and  OKGUG  Berlin  (Mr.  Wilidnson,)  OMGUa  Telecon 
File,  KCRC.  SECRET 
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The  contemplated  removals  involved  largely  plants  establ1.shed  for  war 

purposes  and  unnecessary  for  the  German  peacetime  economy.  Since  other 

countries  had  indicated  they  could  use  this  equipment,  the  net  effect  of 

reparations  would  be  to  reduce  rather  than  increase  the  recovery  burden  on 

the  United  States.  Finally,  the  revised  level-of -industry  plan  would  not 

32 

permanently  limit  German  production  and  the  German  standard  of  living. 

Gen  Clay  amplified  Lovett's  arguments  in  a  statement  of  hia  own, 
prepared  in  answer  to  Congressman  Cass's  question  why  certain  plants  had 
been  declared  "surplus."  Wiile  admitting  that  the  restoration  of  the  1936 
level-of -industry  wuld  provide  a  productive  output  per  capita  of  only  75fo 
of  that  of  1936,  Gen  C^^»y  maintained  that  this  level  would  permit  experts 
sufficient  to  pay  for  essential  imports  including  food.  He  repeated  Lovett's 
arguments  that  the  Germans  could  not  use  the  "surplus"  capacity,  and  that  the 
equipment  in  question  would  promote  European  recovery  faster  in  countries 
other  than  Germany.  While  Clay  was  ready  to  consider  substitutions  vhere  a 
particular  plant  was  shown  to  be  essential  to  the  Oenaan  econosy,  it  was 
his  conviction  that  "we  have  left  to  Western  Gennany  all  of  the  industrial 
caps city  it  can  use." 


32.  Objectives  of  Reparation  Removals  Programi  Statement  by 
Acting  Secretary  Robart  A.  Lovett,  26  November  1947, 
gtory  in  Dccuments.  373-74. 
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Gen  Clay  indicated  that  a  further  reduction  of  deliveries  would  he 
regarded  as  a  breach  of  the  Paris  aeparations  Agreement,  especially  by 


Prance I  v;hioh  was  already  concerned  about  the  biaonal  level  of  industry. 


Finally,  the  existing  list  had  at  least  the  virtue  of  being  definite.  The 

^ierraan  owners  of  plants  to  be  retained  could  put  these  plants  to  work  and 

at  the  same  tine  the  nations  belonging  to  the  Inter-Allied  Reparations 

Agency  knew  what  they  aigt^t  esqpeot  from  Germany.  "This  final  solution  is 

essential  and  further  delays  and  studies  could  only  add  uncertainty  and 
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doubt  to  a  program  which  needs  resolving  now." 

The  situation  with  respect  to  'reparations  and  level-of-industry 
policy  in  Washington  and  in  the  theater  at  the  enu  of  1947  was  summed  up  in 
a  teleconference  between  Under  Secret^ry  Draper  and  ilen  Clay  as  follows* 

"Under  Secretary  Draper*  In  ansv;er  to  information  to  Senator 
Vandenborg  that  reparations  dismantling  proceeding  as  given  us  in  your  cable 
the  Senator  replied  that  War  and  State  should  be  prepared  to  apeak  conclusively 
and  specifically  regarding  this  whole  question,  ae  to  what  further  dismantling 
is  contemplated  and  particularly  whether  any  further  dismantling  in  the 
American  Zone  contemplates  shipments  to  Soviet  Hussia. 

"State  talked  again  with  British  Monday  on  question  shlimeiito  east 
with  British  still  arguing  they  should  continue.  Lovett  pointed  out  strength 
Congressional  opposition  but  there  was  no  conclusive  result.  Final  U.S. 
decision  still  awaiting  Marshall's  return  to  Washington  and  probable  Cabinet 
discussion. 


33.  Ltr,  Under  Secretary  of  the  Ariiy  W.  H.  Draper,  Jr,  to  Hep.  Francis  Case, 
Chalrsisn  of  Auetria-Gemany  Subcommittee  of  House  Select  Committee  on 
Foreign  Aid,  8  liec  47,  WD  AG  Decimal  Pile  091  Gennany,  DRB,  SEGriST 
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"General  G3jyt  As  you  know,  I  stopped  further  allocations  and  move¬ 
ments  east.  Ky  views  have  not  changed.  However,  regardless  of  deliveries, 
dismantlings  must  be  pushed  to  earliest  possible  conclusion.  We  are 
dismantling  all  plants  now  as  rapidly  as  we  can  reach  them.  Stopping  would 
be  bad  politically  here  but  you  nay  feel  failure  is  defiance  of  Congress. 

I  stand  by  ay  conviction  that  the  capacity  to  bo  removed  is  in  excess  of 
German  ability  to  utilize  in  the  next  five  years  or  nine  and  that  international 
obligations  to  Western  Europe  would  be  thrown  out  if  we  stopped  reparations. 

I  do  not  see  how  we  can  control  British  except  by  financial  pressure  viiich 
is  U,S,  foreign  policy  and  ftot  our  business.  Kovaver,  except  for  question 
of  Itisalan  deliveiy.  Congress  is  raising  artificial  issue.  Even  Russian 
deliveries  are  three-fifths  a  sale  with  only  ten  percent  reparations. 

“Under  Secretary  Drapert  ...There  are  being  sent  you  copies  of  all 
testimoiv  by  Army  before  Congressional  committees  and  copies  of  Congressional 
Record  on  subject  of  reparations.  In  this  connection  you  will  recognize 
attitude  of  Foreign  Affaire  and  Appropriations  groups  as  to  question  advis¬ 
ability  ary  dismantling  or  delivery  of  any  plant  which  under  any  circumstances 
could  be  made  to  produce  items  considered  most  critical  under  Marshall  Plan 
requirements. ..Herter  Committee  trying  to  find  formula  to  delay  all  dismantling 
of  critical  item  plants  and  to  deny  further  deliveries  to  east  vdiile  satisfying 
reasonable  reparations  deliveries  to  ether  lARA  nations.  Foreign  policy 
considerations  most  involved  and  Herter  Committee  recognizes  Army  has  no 
authority  to  chan^ie  present  policy  but  committee  determined  to  ^et  enough 
factual  data  on  possible  production  under  most  favorable  conditions,  ^ioh 
conditions,  according  to  comdttee  representative,  it  proposes  to  urge  Congress 
to  make  possible  by  special  legislation,  to  cause  Congress  to  take  prompt 
action  idilch  may  change  entire  reparations  program.  For  this  reason  it  is 
believed  most  important  OMGUS  be  prepared  to  supvly  full  data  on  present 
production  capaci by. .  ,V/e  realize  difficulties  involved  but  are  being  faced 
with  rising  wave  of  opposition  to  present  program. 

"General  Clay;  You  cannot  run  German  economy  by  operation  critical 
plants  beyond  caps  city  essential  in  a  balanced  recovery  program.  Maintaining 
additional  capacity  does  not  make  coal,  steel,  transport,  and  manpower  available. 
If  Dr.  Elliott  wants  to  nm  this  economy,  ask  Congress  to  send  him  over.  ¥e 
can  supply  Infontation  on  British  Zone  plants  only  to  extent  'it  is  given  to 
us.  We  will  do  all  we  can.  However,  I  do  not  want  to  be  in  position  of  defending 
or  opposing  reparations  deliveries  to  western  countries.... 

"Under  Secretary  Drapert  Understand. . .fully.  I  simjly  wanted  to  keep 
you  up  to  date.  Next  move  on  reparations  is  up  to  State  Department.... 
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"Qeneml  Clay:  Please  understand  that  in  U*S.  Zone  we  continue  to 
dismantle  unt/^il  we  receive  orders  to  the  contrary.  All  in  all  this  reminds 
me  of  my  April  '45  prophecy  that  first  we  would  be  condemned  for  softness 
and  than  for  hardness.  I  am  afraid  we  are  too  hard-boiled  now  to  care  much 
about  either. 

"Under  Secretary  Drapert  I  had  the  same  feeling  of  the  changing  world 
idien  defending  reparations  removals  before  committees  of  Congress. 

"General  Cleort  . « .Elliott  should  be  infomed  v;e  are  not  resisting 
rational  inquiry,  but  simply  ceuinot  force  other  military  govarnnents  t.o 
undertake  large  tasks  of  compilation.  34 

The  arguments  set  forth  by  Under  Secretary  Lovett  and  Gen  Clay  were 
used  in  formulating  the  initial  State-War  position  in  the  further  debates  on 
reparations  and  dismantling  described  later  in  this  chapter.  As  of  the  end 
of  1947  it  was  clear  that  the  interchange  so  far  had  set  the  stage  for  a 
policy  dispute  that  was  to  continue  for  some  time  to  come.  It  continued,  in 
fact,  throughout  the  remaining  life  of  Military  Government. 

PROQUatS  OF  ERP  POLICY  AMD  ADbfflllSTRATION 

The  fitting  of  occupied  Germany  into  the  European  Recovery  Program 
presented  a  number  of  difficult  organizational  problems  during  the  latter  part 
of  1947  and  the  first  half  of  1948.  Dome  of  these  problems  wore  the  subject 
of  interdepartmental  discussions,  some  of  them  became  Issues  between  Washington 
and  the  theater,  and  some  were  subjects  of  Congressional  Interest. 


34»  Telecon  TT  8919  of  31  Dec  47,  between  Under  iieoretary  Draper 
and  Gen  Clay,  0MCU3  Telecon  File,  KClbC.  SBCHET 
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Th*  laaue  of  Flaoal  Rasporisibillty 

So  long  aa  occupation  adadnlatration  remained  a  ■illtaiy  affair,  the 
Department  of  the  Ainy  bora  complete  administrative  and  fleeal  reaponslbillty 
for  Germany.  It  was  required  to  appear  before  Ccegress  to  explain  and 
Justify  appi\jprlAtloh  requeeta,  and  it  was  held  roeponsble  for  the  sueoees 
of  the  occupation.  Althou^  the  Army  had  attempted  repeatedly  to  rellnqulah 
occupation  adjulnlstration  to  a  civilian  agency,  and  althoufjh  plans  for  a 
tranafer  to  the  Department  of  State  were  being  developed  by  officials  of  the 
two  departments,  Actinf  Secretaxy  of  State  Lovett  reiterated  as  late  aa 
21  October  1947  the  unreadiness  of  the  Department  of  State  to  assume  respon- 
albility  for  occupational  government.  Pentagon  officials  considered  that  the 
Depc:rtment  of  the  Aim;’-  oovdd  not  discharge  its  responsibility  for  Germany 
effectively  unle.js  it  ehould  receive  in  its  own  budget  and  be  free  to 
allocate  the  appitjpriatlonB  roqulred  for  Germany. 

The  airopoan  Hecovory  Program  as  a  whole,  however,  was  a  part  of  the 
general  foreign  policy  of  tho  United  States.  In  terms  of  this  overall  policy, 
occupational  adKiin.1  stration  of  Germany  could  not  be  "suoceesful''  a»jept..a8  it 
furthered  the  policies  of  the  United. States  for  the  entire  European  area,  ihe 
State  Department  Argued,  tlereforo,  that  complete  policy  control  over  expend- 
ituree  could  net  bo  gi  \nted  to  the  Arnji,  but  should  be  exorcised  by  the  a.-jenoy 

35.  Lt  Gen  Lauris  Noretad,  Director,  P  &  0  Division,  to  Under 

47,  P  &  0  Decimal  Fire  091  Oennany, 
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or  agimciet  charged  with  the  conduct  of  forei^i 

Iba  Departaent  of  the  ketar  held  that  all  funds  for  Germany,  even  those 
related  to  a  general  Buropean  rehabilitation  program,  should  be  included  in 
the  Axrar  budget.  It  recognised  that  appropriation  reqfieste  would  have  to  be 
coordinated  •.rf.th  those  for  rehabilitation  of  the  other  countries,  that  itema 
in  short  supply  would  have  to  be  allocated  by  an  overall  -  programming  agenigr, 
and  that  Anor  procurement  and  shipping  activities  would  have  to  be  subject 
to  policy  control  by  the  agency  reeponslble  for  adnimlBlng  undealrable 
effects  of  BHP  eig^Mrts  on  the  American  ecotrony.  These  conceseione  to  in¬ 
tegration  could  be  made  without  sacrificing  the  control  which  the  Department 
of  the  Aimy  considered  an  essential  adjunct  to  responsibility  for  the  oc¬ 
cupation. 

As  it  turned  out,  however,  Marehedl  Plan  funds  for  Germany  viero  included 
in  the  overall  ECA  budget  rather  than  the  Department  of  the  Ariay  budget, 

37 

which  contained  only  the  usual  GARIJA .appropriation. 

The  Question  of  Pollc?/-  Control 

The  question  of  overall  control  of  American  economic  activities  in 


36.  Ibid. 

37*  Government  and  Helief  in  Occupied  Areas.  The  fiscal  year  1949  estimate, 
aubiaitted  to  Oongrees  12  January  1946,  provided  approximately  (^710  million 
for  Germanj-,  a  cut  of  vl75  million  by  the  Budget  Bureau  having  beeta 
restored  at  the  request  of  Secretary  Royall  aiid  Under  Secretary  Draper, 
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lor^  and  of  fTtnmn  polio]^  in  partloulai*  ma  dlaouuad  nt  langttx  In  tha 
kaavinga  bald  bf  tha  Saoata  Coaadttaa  on  Foralvi  Balntiona  on  tha  Boonoaie 
Oooparatlen  hot  of  1940*  Saeratarx  Karahall  aocpouadad  tha  9t«ta  Dapartpaat 
vlaw  that  BBA  opamtiona  affaotlog  toraign  polloy  ahould  ba  eooduotad  bf  tha 
Adbaialatrator  "undar  tha  diraotlon  and  oontrol  of  tha  Saoratarj  of  Stata." 

i 

Iba  nartiaa  axaeotlva  ordar  aatahUidilng  tixa  roralga  Soonude  AteLnlatration, 
Marshall  said,  waa  unaatiafaotory.  Svan  tbofo^  It  pro^dad  that  tha  powara 
and  funotloaa  of  tha  TBk  should  ba  axarelaad  in  ocnfondty  idth  the  foreign 
poliogr  of  tha  tJnlt^  dtatea  aa  daflnad  by  tha  Saorataxy  of  3tatSy  tha  latter 
had  no  aaoetlon  for  anforolag  hla  deoislonB.  Min  thla  particular  eaaa  the 
Intarpratation  hy  the  Forelpi  Eaonoale  Adalaiatratlon  waa  that  Mr.  Hull  oouU 
not  ba  two  Secretaries  of  State.  Senators  Vandanberg  and  Oomally  agreed^ 
but  thought  that  the  Adainietrator  should  be  authorised  to  go  to  the  President 
on  a  point  of  dlsagreesMnt. 

A  few  days  later,  John  Foster  Dullee  said  that  policy  anthority  for 
Qanaany  should  ba  put  In  the  hands  of  tha  State  Depertoent,  rather  than  in 
the  Departaent  of  the  Amy  ^here^.  according  to  Dullee  -  it  waa  currently  located. 
Thla  would  enable  the  Secretary  of  State  to  talk  on  equal  terns  vdth  other 
foreign  sdnletere  which,  QHlee  indicated,  ho  wae  unable  to  do  under  the  existing 


before  the  Ooamittee  on  Forei^i  Helatlons,  U,  s.  Senate, 
Eco^c  Cooperation  Act  of  19W,  Thursday  8  Januaiy,  I948,  Testiaonr 
of  Seo  of  State  Ceorge  C.  Karahall,  pp  I7-2I.  ^ 
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arraaguneoata.  CSen  Glaar  and  Military  Govanment,  he  said,  ehould  for  the  time 
be  left  In  Germaay«  but  policy  dlrectlvee  ehould  be  sent  directly  from  the 
State  Dei»rtment  rather  than  throu^  the  War  Department. 

Section  105  (b)  of  the  Keononie  Cooperation  Act  of  1948,  which 
governed  the  Wa^ngton  relatione  between  the  Department  of  State  and  the  BGA, 
however  did  not  olearly  establish  the  primacy  of  the  Secretary  of  State.  It 
provided  that  the  Administrator  and  the  Seoretaxy  of  State  would  keep  each 
other  fully  and  currently  infonued  on  natters  within  the  scope  of  their 
respective  duties  pertinent  to  the  duties  of  the  oth*^  Disagreements,  however, 
had  to  be  referred  to  the  President  and  there  was  no  provision  for  the  con- 
tigency  that  the  President  night  fail  to  decide.  Section  109  (a),  however, 
dealing  %dth  the  B3A  tasaioas  abroad,  provided  a  certain  coordinating  authority 
for  the  chiefs  of  the  United  States  diplomatic  missions,  who  were  senior  in 

i 

rank  to  the  aCA  lasslon  heads.  Even  here,  the  Departmsnt  of  State  was  not 
givtw  the  clearw-cut  authority  that  Qen  Marshall  had  advocated. 

Aiithority  to  decide  the  forms  that  American  economlo  aid  to  any  part¬ 
icular  country  should  take  was  vested  in  the  JBconomio  Cooperation  Administrator, 
but  with  an  important  qualification.  Section  111(c)  (1)  provided  that  the 
Administrnor  should  make  such  detenalnations  in  consultation  with  the  National 

39*  Hearings  as  indicated  in  foregoing  note,  Tues  20  Jan  48, 

Teatioony  of  Mr.  John  Foster  Dulles,  pp  612-15, 
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Advisory  Council  on  International  Monetary  and  Financial  Problems.  This 
was  a  Cabinet-level  body  under  the  chairmanship  of  the  Secretary  of  the 
Treasuiy,  which  had  been  established  by  the  Bretton  iifoods  Agreements  Act. 

The.aCJA  Admijaiatrator  was  added  to  the  Council  by  Section  106  of  the  EGA 
Act  of  1948.  As  it  later  turned  out  in  connection  with  the  bilaterai.  agree- 
mait  on  aid  to  Germany,  Administrator  Hoffman  \ta.s  not  disposed  to  over-ride 
the  opinions  of  the  Council. 

Washington  Participation  in  Detailed  Adminiatration 

The  oonnuaications  between  Washington  and  OMGUS  on  EGA  pro^gram 
development  and  administration  fonn  a  volu;.Anous  set  of  records.  To  extract 
even  a  condensed  account  of  the  administration  of  the  German  phase  of  the 
Marshall  Plan  and  the  related  GAlilOA  Program  v/ould  be  an  entire  study  In  itself. 
Without  going  into  detail,  however,  it  is  pos  ;ihlo  to  note  one  significant 
fact;  the  large  volume  of  technical  detail  dealt  with  in  Washington. 

As  has  been  observed,  0:l--K’'S  was  given  otay  the  broadest  and  aost  general 
type  of  guidance  in  many  sectors  of  occupation  administration.  In  the  field 
of  civilian  supply,  however,  Washington  agonclis  including  both  the  Department 
of  the  Anr^  and  the  Economic  Cooperation  Administration  engaged  in  detailed 
administrative  activity,  -niis  centralization  of  administration  in  v;ashington 
cannot  be  attributed  to  any  apparent  desire  on  the  part  of  the  Department  of 
the  Army  to  withhold  authority  from  the  theater.  It  was,  rather,  the  result  of 

Economic  Cooperation  Act  of  1948,  Decade,  pp  1299-1121 
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a  aerlea  of  circumatancea,  aome  of  which  may  be  enumerated  brlefilyt 

(1)  Increaalngiy  detailad  budgetary  acrutlny  by  Conjofeaa.  - 
Aa  the  extent  of  the  US  commitiawnt  to  aupv:ort  occupied  Germany  became  in- 
oreaaingly  apparent^  Gongreaa  demanded  more  detailed  Juatifleationa  for 
approprlatlona.  £RP  budgets  were  scrutinized  item  by  itemt  as  were  the 
GABIOA  appropriationa  to  the  Department  of  the  Army.  As  a  result,  Washington 
had  to  concetn  Itself  Inoreasin^y  v/ith  budgetary  details  which  might  have 
otherwise  been  left  to  CltlUa, 

(2)  Proeeduroa  of  the  Economic  Cooperation  AAninlatration.  - 
“Hie  procedures  of  the  Economic  Cooperation  Administration  called  for  the 
processing  of  individual  transactions  in  Washington,  whera  they  were  reviewed 
by  BOA  for  conformity  with  overall  policies  and  plans.  Central  administrative 
control  was  thus  extended  into  fields  of  procurement  that  might  otherwise 
have  been  left  to  the  theater. 

(3)  Allocation  problems.  -  Mien  the  European  iieoovery  Program  was 
started  in  1948,  there  were  still  shorUges  of  foodstuffs  as  >;ell  as  of 
numerous  raw  and  semi-finished  materials  and  wanufacturea.  Since  the  European 
Hecovery  Program  established  unprecedented  demands,  the  EOA  was  charged  vdth 
controlling  procureuAent  to  avoid  competitive  bidding,  widch  mi^it  otherwise 
have  thrown  United  State,  and  international  markets  into  confusion.  Furthermore 
numerous  commodities  were  allocated  oy  national  and  international  authorities 

to  which  the  requirements  of  various  claimants  had  to  be  presented. 
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Under  the  influence  of  these  factors,  the  Department  of  the  Aray 
became  involved  in  numerous  problems  of  economics,  supply,  finance  and 
prooxirenent,  which  were  the  subject  of  commini cations  between  Washington  and 
the  theater  during  the  ECA  period. 

In  March  1946,  two  members  of  the  (MOUS  EconomLcs  Division  vers  sent 
to  Washington  to  establish  a  bizonal  liaison  office  for  £CA  affairs.  Their 
function  vasi 

"to  assist  in  establishment  of  organization  in  Washington  capable  of 
handling  presetxtation  of  bizonal  requlrsBwnts,  and  production  capabilities, 
as  well  as  pressing  for  allocations  of  scarce  materials  and  setting  up 
effective  procureTiient  channels  and  procedures...  Their  Job  is  to  see  to  It 
that  the  V/ashlngton  organization  is  properly  geared  to  bizonal  policies  and 
procedures  and  that  channels  of  communication  are  established  on  most  suitable 
basis,  with  particular  emphasis  on  prevention  of  duplication  of  effort  both 
here  and  in  U.S,"  ^ 

The  bizonal  EBP  Office  established  in  Washington  was  later  aiqpSAded  by  the 
addition  of  lerman  personnel  working  under  Allied  supervision.  After  the 
establishment  ox  West  Uemin  Government  in  1949>  it  was  taken  over  entirely 
by  the  (remans. 

Political  Proouroment 

The  European  Recovery  Pi-ogram  was  by  definition  political  as  well  as 
eccnomio.  The  Iconomic  Cooperation  Administration  was  from  the  very  begjjining 
beset  not  only  y  demande  for  scarce  commedities  but  also  by  requests  that  EBP 

41.  Teleoon,  TT  9191  of  9  Kar  48,  mous  Telecon  File,  KCBO.  ^ECBBT 
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funds  be  eamariced  for  buying  oommodltleB  In  temporary  aurplua.  Ibe  ]j)CA  was 
dispsaed  to  lend  a  ayapathetlc  ear  to  Veatern  European  oountrlee  that  had 
formerly  sold  goods  or  services  to  Germany^  when  these  countries  suggested 
that  the  Qerman  EHP  allotment  be  used  to  restore  such  trade.  United  States 
producers  were  no  less  anxious  to  get  rid  of  surpluses  and  were  often  able 
to  mobilize  both  Congressional  and  administrative  pressure  on  the  JiXJA, 

Qen  Clay,  hov.'ever,  objected  strongly  to  having  any  part  of  the  bizonal 
ERP  allotment  earmarked  for  mandatory  procurements.  On  11  April  1.948  he 
informed  Under  Seoretafy  Draper  in  a  telecoiiferencot 

"I  am  greatly  concerned  at  kind  of  participation  permitted  bizonal  areii 
under  EBP.  Other  coTintries,  ar,  I  understand  it,  are  permitted  to  select  their 
procureraent  to  meet  their  essentials,  vhereas  funds  made  available  to  Germany 
appear  to  be  mandatorily  assigned  to  accomplish  political  objectives.  Ve  have 
committed  ouraelves  to  maxlamm  of  $10  million  for  Italian  foodstuffs  to  be 
replaced  with  SRP  funds.  . ,  .Moreover  vre  are  directed  to  use  JEIA  funds  to  buy 
higli  coat  fats  and  oils,  these  funds  to  be  replaced  v/ith  EBP  funds.  Other 
funds  assigned  to  Germany  arc  to  be  used  to  finance  the  low  Countries’  ports. 

It  would  seen,  in  fact,  that  German  funds  are  being  used  <.o,help  other 
countries  and  might  more  ajjpropriately  be  charged  against  those  countries.  It 
does  seem  as  if  we  are  establishing  a  pattern  which  is  foreign  to  our  concept 
ol  EBP  as  designed  basically  to  jjicrease  German  production. 

"We  mist  have  the  same  rl^t  of  selectivity  as  is  accorded  to  the  other 
eixteen  countiee  if  v;e  are  to  obtain  the  best  use  of  EBP,.  Our  requirements 
have  been  held  down  to  minijaum  essentials  but  it  looks  likely  that  our  funds 
will  be  used  for  other  purijosss  so  that  we  vrf.ll  not  have  sufficient  funds  to 
meet  these  mini mm  essentials.  As  I  understand  it,  it  has  been  necessary  to 
consent  to  these  laandatroy  proouremsnts  to  obtain  any  part  of  the  fluids  for 
the  firut  month.  .1  am  not  too  sure  tliat  we  would  not  be  better  offwithout  the 
money  than  having  a  pattern  of  this  type  establiohed. 

"1  would  appreciate  it  if  you  would  ;lve  thie  your  careful  consideration 
for  imless  energetic  measures  are  tedeen  now  I  am  afraid  the  bizonal  area  will 
become  the  dumping  ground  for  others.  The  consequencea  here  would  be  bad  indeed." 
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Uie  Department  of  the  Artay  replied  that  Gen  Clay's  point  was  well  taken. 

It  had  already  diecueaed  the  issue  with  3CA  and  would  continue  to  insist 

that  ERP  funds  be  made  available  for  bizonal  requirements.  Gen  Clay  was 

kZ 

asked  to  send  priority  list  of  items  which  he  really  wanted.  Under 

Secretary  Draper  acknowledged  Gen  Clay's  messaije  later  in  the  day,  indicating 

that  he  would  discuss ‘it  with  EGA  Administrator  Hoffman  and  addingi 

"Certainly  there  must  be.  a  minimum  allocation  at  least  in  later  months 
wlilch  provides  for  your  requirements  in  addition  to  any  amounts 

specifically  allocated  on  understanding  these  used  to  make  purchasea  from  other 
European  Countries  which  are  not  a  matter  of  priority  from  your  point  of  view." 

A  few  days  later,  the  issue  of  "mandatory  procurement"  arose  a.gain  in 

connection  with  Dutch  vegetables.  Ihe  Netherlands  had  formerly  shipped  large 

quantities  of  truck  garden  produce  into  iSenuany,  but  since  the  war  these 

imports  had  been  discontinued  in  favor  of  basic  foods  such  as  wheat,  potatoes 

and  fats,  Dutch  officiitls  in  l/ashington  approached  the  EGA  and  obtained  the 

assurance  that  ERP  funds  vrould  be  forthcoming  "to  prevent  wastage  of  their 

vegetables,"  thereupon,  Netherlands  representatives  in  Germany  approached  the 

Joint  Export-Import  Agency,  proposing  iiaaediate  arrangements  for  the  shipment 

of  the  vegeta  blea  to  German;/^. 

OMGUS  informed  the  Departmeiit  of  the  Am^-  th.it  it  had  no  objectlone  if 
the  Dutch  ERP  allocation  were  ueed  to  pay  fur  the  vegetables,  but  that  the 
limited  ERP  allocation  to  Germany  coirld  not  be  used  for  the  purix>8e.  Shiimient 


42,  Teleoon,  Berlin  TT  9342  of  11  Apr  48,  OMGUB  Telecon  File,  KCRC.  SEC:iET 
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of  vegetables  would  not  be  authorized  until  the  matter  of  payment  had  been 

A3 

decided. 

After  considerable  further  negotiation,  a  policy  suggested  by  Under 

5ecrotaiy  of  the  Amy  Draper  wan  accepted  by  the  Scononic  Cooperation 

Adminietration.  Ihis  was  that  for  "political  pi-ocurewente”  not  programmed 

by  OMOUS  but  "considered  deijirablo  for  overall  Buropean  recovery",  the 

bizonal  EUP  account  would  be  charged  only  tlie  fair  value  to  Germany ,  as 

compared  to  v;hat  might  otherwise  have  been  bou^t  with  the  dollars  in 

question.  For  vegetables  and  similar  hi^-prioed  foods,  Germany  would  thus 

44 

be  charged  only  a  moderate  amoiuit  more  than  the  wheat  equivalent. 

Even  before  the  Dutch  vegetables  issue  had  been  settled,  the  Depart¬ 
ment  of  A'^riculture  proponed  the  expoi*t  to  Gersiany  of  ^12,000,000  worth  of 
tobacco,  subject  to  a  one-third  discoxint  to  be  covered  by  price-support  funds. 
OIKlUa  considered  that  the  bizonal  budget  would  not  supijort  such  a  large 
luxury  Iraport,  but  it  agreed  to  send  to  b'ashijngton  a  teaia  of  JEIA  offlciala 
to  purchase  half  the  quantity  suggested  by  the  Department  of  Agriculture.  On 
25  June  194^#  however.  Assistant  deoretary  of  the  Army  Gray  notified  OKGUS 


43.  Telecon,  Berlin  TT  9338  of  22  Api'  48#  OMODB  Teleoon  File,  KCIJC.  oBCRBT 

44.  T37i.econ,  Berlin  TT  9515#  19  I'.ay  48^  CliGUd  Teleoon  File,  KChC;  cable# 
OUjA  to  OviGUa#  VAJriA  62286  of  20  May  48#  CAD  Numerical  File,  IlG  122# 

GOIJFIDSIITIAL 


ZX-40 


SECIET 


SECIET 


that  "praBBores...  have  ailBaa  hara  on  purohaaa  of  additional  U.S.  tobacoo." 
3lBsa  tha  Dapartnant  of  Agrloultara  was  wilting  off  ona-third  of  tha  prloa> 
and  BOA  funds  would  eowar  tha  ranalndar,  ha  wantad  to  ba  aara  that  0K:3IS  had 
gL'tm  tha  purohaaa  thosooifh  eoosldaratlon. 

■  V 

t 

r  Althoutdi  the  tobacco  quaatlon  had  not  bean  oonplataly  thraahad  out, 

tha  price-support  funds  of  tha  Caparto.«t  of  Agrlsultura  v/ara  sohadulad  to 

expire  on  30  June  194®  except  as  already  cowered  by  firm  eontraota.  .  Althou^ 

Gan  Clay  had  only  Indicated  that  the  additional  tobacco  lalAdit  ba  purehaeadj 

tke  blaonal  EHP  ndasion  in  Washington  yielded  to  the  conbinad  influence  of 

tha  Department  of  Agriculture,  tha  KGA  and  the  Department  of  the  Amy,  ae 

tobacco  contract  waa  signed  on  30  Jxme  with  an  agraanent  from  the  tobacco 

fims  that  thay  would,  if  It  became  absolutely  neoeeary,  agree  to  cancel  the 

contract  on  a  voluntary  baeia.  In  accordance  with  the  advice  of  the  EliP  mission 

that  cancellation  mi^t  cause  eevere  domestic  repercussions,  this  escape 

45 

agreement  waa  not  invoked. 

the  Counterpart  Funds  Isaua 

The  Department  of  the  Amy,  with  the  advice  of  the  bizonal  SUP  group  In 
Washington,  negotiated  with  the  Economic  Cooperation  Acbiinistration  the  terms 


45.  Cables  ElffGP  to  OlflCKJR,  l/AKC  85790  of  15  Jul  48,  SRPGt  to  Frankfurt 
llilitary  Poet  to  JSIA  for  LOUAH,  WAR  86022  of  19  Jul  48i  CAD  Ruaerical 
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for  MOBOBic  assistance  to  Germany.  Ihere  arose  a  disrute  that  for  a  time 
threatened  to  blook  signature  of  the  bilateral  agreement  between  Bipartite 
Board  and  the  BQi*  ^flthout  the  agreement^  EBP  assistanoe  to  Geniiany«  tdileh 
had  been  initiated  under  provisional  “letters  of  intent,"  would  have  been 
cut  off  autoinatioally  on  3  i^uly  19k&, 

dsotlon  111(G)*  (l)  of  the  Biconomio  Cooperation  Act  of  1943  authorized 
the  iSGA  Adbiinlstrator,  after  consultation  \iith  the  National  Advlaory  Council 
on  International  Monetary  and  Finanoial  Probleuis,  to  provide  assistance  for 
any  partlelpatli)^  country! 

(1)  “throutjh  ^rants  or  payment  in  cash 

(2)  “on  credit  terms* 

(3)  “on  such  other  terns  of  iwiyment  ao  he  may  find 
appropriate,”  incindin^  the  transfer  to  tlie 
United  3tates  of  critical  materials. 

Section  113 (U)  (6)  provided  for  the  deposit  of  currency  of  the  recipient 
country  in  a  coiuiterpart  account,  as  agreed  to  betKeen  such  country  and  the 
United  States,  ^hen  coimaodities  or  oervlceB  were  “furnished  to  the  participating 
country  on  a  grant  basis."  ^Ihese  counterpart  funds  vers  to  be  used  for  a 
variety  of  purposes  beneficial  to  the  recipient  country  and  also  for  U,S. 
adrolnistratlve  expenditures  in  local  currency. 

46.  Economic  Cooperation  Act  of  1943,  Title  1  of  Public  Law  472, 

60th  Congress,  2nd  Session,  approved  April  3,  1943,  reprinted  in 
Decade,  pp  1299-1321. 
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Accordingly,  comodities  ar>d  Bervicea  furnished  under  grants  froa  the 
Economic  Cooperation  Administration  were'  subject  to  payment  of  ooimterpart 
funds  in  local  currency.  In  the  caae  of  SCA  loans,  counterpart  accounts  were 
not  established  since  the  loans  were  to  be  repaid  in  dollars.  For  biaonal 
Germany,  ho\Yever,  the  National  Advisory  Council  recommended  and  Administrator 
Ho^'fman  determined  that  as  istance  woiild  be  .^ranted  as  a  loan  but  that 
counterpart  deposits  would  be  required  nevertheless.  Nhan  this  provision 
appeared  in  the  ''letter  of  intent"  re, gating  the  assistance  program  pro¬ 
visionally  to  the  end  o.f  June  194d,  it  drev,  a  proigjt  challenge  i'rom  Gen  Clay. 
Since  the  ECA  and  the  State  Department  insiuted  that  this  provision  represented 
United  States  policy  and  since  tlie  Irltisli  did  not  wish  to  delay  assistance 
to  Germany,  '}en  Clay  gave  way  a?id  the  Bipartite  Board  sigied  a  letter  of  intent 
on  ].4  Ilay  1948. 

The  iB.jue  of  the  loan  and  the  counterpart  funds  came  up  again  In  con¬ 
nection  with  the  formal  bilateral  agreement  for  EJA  aid  to  Bizonla,  which  was 
negotiated  with  EGA  by  Under  cJecretary  of  the  Amy  Draper  and  hie  staff.  OKOCIS 
would  have  preferred  to  have  EGA  assistance  to  bizonal  Germany  in  the  fom  of 


47.  Cables,  ND  to  Cll'.'CEUIt,  Draper  per  <onal  to  Clay,  NARX  G0851, 
30  April  48  and  NAU  51478,  10  May  48j  CAD  Numerclal  File, 
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grants,  in  which  case  there  would  have  been  no  objection  to  making  payments 

into  a  counterpart  account.  In  the  case  oi’  a  loan,  however,  den  Clay  took 

exception  to  the  counterpart  requirement  which,  in  his  opinion,  had  no  basis 

in  the  Act.  Draper's  ofrice  replied  that  Gen  Clay's  views  would  bo 

urged,  but  that  Administrator  Koffman  had  insisted  on  counterpart  accounts 

AS 

where  definite  terms  of  repayment  have  not  been  agreed  in  advance. 

of  the  dtatua  of  the  MCA  iHsaion  in  Germany 
VMle  the  counterpart  funds  issue  v&b  still  ponding,  another  problem 
became  acutei  the  status  of  the  ECA  Mission  in  Qennany.  After  worsening 
relations  with  the  Soviet  Union  had  led  to  the  decision  that  Military 
government  would  continue  in  Ciermaj'y  under  Amy  auspices  after  1  July  19AC, 

Gen  Olay  took  the  position  that  any  American  officials  concerned  vdth  the 
German  phase  of  the  recovery  program  should  be  integrated  in  OMCXJS  and 
responsible  to  the  illitary  Ciovernor.  Administrator  Hoffman,  on  the  contrary, 
planned  to  deal  v.lth  M.lit.irj’’  Goverjiment  as  he  would  with  a  foreign  govenunent. 
Ihe  bilateral  agreements  for  other  i.>articipatln;i  countries  proviued  that  the 
EGA  would  maintain  its  own  miesion  in  the  country  concerned,  and  Mr,  Hoffman 
did  not  consider  that  Bizonia  should  be  treated  dif.'  erently.  The  responsibility 
of  EGA  officials  in  Gezuany  would  not  be  to  operate  the  program,  since  the 
lUlitary  Government  and  Terman  authorities  would  do  this,  but  to  review  bizonal 

48.  Teleconference,  Berlin  TT  9625,  1?  Jun  4G,  CliGUd  Telecon  File, 
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pro.^ams  and  make  reooomenda'lions  to  Special  Hepresentatlve  Harrlman  of 

the  23A  in.  Parle.  The  oattar  waa  discuijaed  on  8  April  1948  hy  Secretary 

Doyall  and  Under  Secretary  Draper  tdth  Hoffiaan  and  Harrlman.  At  the  end 

of  the  diecuaeion  Secretary  Boyall  agreed  that  Hoffman  had  to  decide  the 

question,  but  made  clear  the  difficulties  that  had  bean  e:<perlenced  In 

the  past  vith  i,dssions  of  US  civilian  agencies  in  occupied  Germany.  It 

was  a:3reed  that  Karriman,  >dio  was  prooeedinv  to  '.lemany  in  June  1948  with 

49 

Draper,  would  dlacuaa  the  matter  vdth  Gen  Olay  at  that  tine. 

General  Olay  deaorlbea  hla  conversation  vdth  Harriman  as  follows: 

’’Karriman  proposed  that  the  special  repreeentatlve  be  accredited  to 
the  An.'.;lo-Araerican  Bipartite  Joard  and  have  the  same  relationship  to  it  as 
the  special  representatives  in  other  countries  bad  with  their  governments. 

I  felt  tills  to  be  nest  unvdse.  In  view  of  our  financial  support,  the 
biaonal  fusion  afireeoent  gave  us  a  predominant  voice  in  foreign  trade  ar.d 
exchange.  Under  these  clrcumataneea  it  did  not  eeeu  necessary  for  a 
special  representative  of  EOA  to  vrarl  directly  with  the  Britieh  repreeantaUvee 
in  Geniany.  If  ha  v^orked  vith  the  Aoaricans  alone,  any  diff emcee  could  be 
reconciled  by  our  govomment  in  Washington  and  placed  in  due  effect  in 
Gemaxiy  through  the  uoe  of  our  '.Ujiainant  voice  if  necessary.  Harriffla)v,  in  a 
discussion  vhich  lasted  late  into  the  nl^^t,  did  not  chan-^e  his  position.  The 
next  day  he  graciously  agraed  '.  ith  me,  eni..  later  became  tho  epeoial  representative 
of  XJA  to  the  bizonal  area^vdth  a  deputy  residin’.;  in  lemanj’-  vjho  would  '.ork 
with  the  Amei'ican  staff." 


The  jlBilng  of  the  KHP  Agreement  for  3izonla  ia  Dala,y...: 

On  1  July  1948,  while  Har  dman  and  Draper  wore  in  Derlin,  the  Department 
of  the  Array  dispatched  the  final  text  v,S  the  proposed  bilateral  agreement  for 
ei  jnature.  It  was  acconiianied  by  a  ooioewhat  abrupt  cable  indicating  that  the 
Eco.nomie  Cooperation  Adininietration  would  cut  off  asalotance  to  aU  partioipante 

49.  Cable,  ».D  to  0:.jU3,’  personal  from  Draper  to  Clay,  WAIl  80730.  9  Atr  Li, 

CAD  numerical  file,  .tC  122,  Diili.  sacibj'f  v  at , 
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had  not  signed  by  3  ouly,  j 

Gen  Clay,  hovraver,  refused  to  be  ruehad.  He  instructed  his  Economics 

I  ' 

staff  to  protest,  >dilch,they  did  in  a  lengthy  , teleconference.  Ihe  agreement 

!  1 

contained  both  provisions  to  which  Gen  Clay  had  objectedi  the  combination  of 
a  loan  and  counterpart  funds  and  the  assignment  to  Germany  of  a  bipedal 
mission  administered  by  the  EGA. 

Comaenting  on  the  counterpart  funds  provision,  OHtJUS  stated  that  the 
policy  was  unjustified  under  the  Act  of  Congress  and  represented  unfair  dis¬ 
crimination.  Althou^  it  had  been  announced  as  government  policy,  no  ex¬ 
planation  had  been  given,  und  the  diacrlmlnatory  treatment  of  Germany  would 
abet  oommuniet  propaganda.  CttiCMS  objected  further  to  a  provision  allocating 
5  peresnt  of  the  counterpart  funds  for  "expenditures"  of  the  United  States 
without  further  quail fioation.  It  was  fsared  that  this  language  ml^t  force 
Germany  to  export  goods  without  receiving  foreign  exchange. 

The  provisions  oonoemlng  the  mission,  0HGU5  stated,  could/in^thtir^^"*^ 
present  form.  Draper  told  Clay  that  he  understood  this  article  would  be 
deleted  and  the  queeUon  of  the  BOA  Mission  negotiated  later.  If  it  were  to 
remain,  it  would  have  to  state  that  the  lassion's  terma  of  reference  would  be 
agreed  by  the  >ailtary  Governors  and  the  United  States  Govemment.  Finally, 
0M3U3  concluded,  it  was  neoess-a^  to  ehow  the  agreement  to  the  German  bizonal 
authorities  since  it  would  be  binding  on  the  future  German  Government, 


51.  Cable,  OUSE  to  OMGOS,  WAR  85075/1  Jul  48,  OAD  Numerical  File 
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Ih6  D6p&rtM0xit  of  the  Amy  replied  thet  it  h&d  already  tried  on— 
auccesafully  to  oWiain  amendment  of  the  Agreement,  At  a  high-level  con¬ 
ference  of  Army,  State  and  B3A  officiala  the  day  before  the  Agreement  had 
been  dispatched,  "He  thrashed  out  Article  IV  until  the  aparke  flew."  The 
SCA  refused  to  budget  its  position  on  the  loan  combined  with  counterpaz^ 
funds  had  been  established  hj  the  National  Advisory  Council  on  International 
Monetary  and  Financial  Problems,  with  which  MCA  had  been  bound  to  consult, 

Hoffman  did  not  intend  to  change  the  detersdnation  unless  the  Council  should 
reverse  its  policy,  ^ioh  was  highly  unlikely. 

The  reasoning  of  NAG  and  ECA  as  etqplalned  to  OHGUS  was  as  foUowat 

(a)  An  outright  grant  to  Oermany  was  out  of  the  question  since  the 
United  States  was  giving  BCA  assistance  to  several  Allisa  on  a  loan  basla 
only,  and  since  it  was  desired  to  include  ECA  imports  \mder  the  general 
policy  that  approved  imports  be  the  first  charge  against  Qennan  exports; 

(b)  At  the  same  time,  Cenaany's  inability  to  repay  in  the  foreseeable 
future  made  it  neoeasary  to  gient  a  loan  for  an  Indefixrlte  period  and  with  no 
epeolfio  terms  of  repayment; 

(o)  Sdaoe  the  loan  to  Germany  waa  ao  ouch  like  a  grant,  KA  considered 
the  counterpart  funds  necessary  to  protect  the  United  States. 

On  the  question  of  the  Mission,  the  Dspertaent  of  the  Amy  oontlirued, 
it  was  correct  that  Draper  bad  bean  told  that  the  Department  of  State  favored 
omitting  the  question  from  tbs  Agreements  That  Department  bad, ' however,  changed 
it*  mind.  At  the  meeting  with  State  and  BCA,  it  bad  been  agreed  that  the 
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language  left  open  the  nature  of  the  ideeion.  It  wae  inperatlve,  the  Depart- 
Btest  conoludedj  either  that  the  agreement  be  signed  or  that  negotiations  with 
the  hic^est  andlahle  State  and  SSI  officials  be  arranged. 

\ 

At  thla  points  Qen  Clay  came  on  the  teleconference  and  saldi  ; 

"Gemeral  C]^  speaking.  I  am  not  prepared  to  sign  today  and  I  know 
Itobertson  is  not.  1  do  not  belieTe  he  will  adcept  present  wording  and  1 
think  it  would  be  most  unfortunate  for  this  aggrement  to  be  signed  because 
of  our  majority  voice.  '  1  am  sorry  we  ars  late  but  we  are  given  only  three 
days  which  just  about  represents  an  ultimatum....  1  think  I  have  reached 
agreement  with  Harrlman.  However^  1  must  make  it  clear  that  I  cannot->repeat- 
not  at  present.  1  think  this  Is  a  major  document  and  I  think  we  are  entitled 
to  full  time  for  consideration.... ”  ^3 

‘The  follo%iing  day  Gen  Clay  eablad  that  Harrlman  had  made  a  proposal 
lAiich  he  had  found  acceptable.  This  was  that  the  ECA  administrator  would 
designate  the  Militaty  Governor  as  his  representative  In  Qezmanyy  and  that 
any  policy  queetions  aff eoting  both  SSA  and  OHGUS  responsibilities  wotild  be 

< 

discuased  between  the  Military  Governor  and  the  SSA  Special  Representative  in 
Europe.  The  latter  would  appoint  an  official  to  represent  him  in  the  Office 
of  the  US  flhairman  of  the  Bipartite  Control  Office.  There  would  be  full 
exchange  of  information  in  both  dlreotions  between  BICO  and  this  official.  At 
the  sane  time,  the  biunal  delegate  to  the  0^'  would  keep  in  close  touch  with 
the  office  of  the  ECA  Special  Bepreseotative  and  would  attend  the  staff  meetings 
held  by  that  official.  Gen  Oley  also  agreed  In  this  cable  to  accept  the  loan 
rather  than  a  grant,  me  well  as  the  five  percent  provision  which  he  trusted  would  . 


53 •  Telecon,  Berlin  TT  9722  ae  oited  la  Mote  52.  OOMFZSBMTIAL 
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be  adbninistered  vlth  special  regard  to  the  Genoan  situation. 

Saorstary  of  tiie  kv^  ^ajTEll  thi-  eoEf  «dth  AdaLnietrator 

Hoffman,  '.vho  auiigested  a  ooq?road.Ba  under  idileh  Harrlaan  would  beeome  the 

EGA  representative  in  GemasT^.  After  a  further  exehange  of  cables  in  tiiloh 

Qen  Clay  suggested  and'  Washington  accepted  the  idea  that  the  bilateral 

agreement  should  not  designate  specific  individuals,  Qen  Clay  indicated  that 

5k 

he  and  Qen  Robertson  were  ready  to  sign. 

Althou^  the  bilateral  ERP  agreenant  signed  14  Ally  194C  still 

contained  the  language  to  idiich  Gen  Clay  had  objected,  it  represented  a 

typical  caae  in  vhioh  Clay  lost  in  theory  lait  won  in  practice.  As  he  observes, 

Handman  finally  agreed  that  the  SCA  representative  in  Gentany  would  work  with 

55 

the  American  staff  only.  < 

As  a  practical  matter,  Hoxman  H.  CoUiason,  the  EGA  Deputy  Special 
Representative  for  Germany,  functioned  more  or  less  as  though  he  ware  a  member 
of  OMGUS.  EHP  assistance  to  Germany  was  in  fact  equivalent  to  a  grant,  possible 
repayment  being  relegated  to  the  same  status  as  repaymsnt  of  advances  under 
GARIOA  appropriations.  Ihe  counterpart  funds  were  nsver  spent  for  purposes 
of  which  Military  Covemnant  disapproved.  Later,  when  Military  Qovemmsnt 

54.  Oahlee,  CIMOHJR  to  CSUSA,  Clay  personal  to  Voortieea,  00-5038,  4  Jul| 

D/A  to  OINCHJR,  Toorfasss  personal  to  Clay,  WAHI  65433,  9  Julj  CINCHIR 
to  d/a,  from  Olay  personal  to'Voorhees,  CC-5117,  10  Julj  WRf  85615 
d/a  to  CINCELIR,  from  Tooxheea  poraoxial  to  Clay,  12  Jul]  CUCSCR  to 
CSUSA,  Clay  for  Voorfases,  CC-5149,  13  Jul  46;  OMGUS  AO  Oselmal  Fils 
092  Marshall  Plan.  SEiCRST  (downgraded  from  Ibp  Secret) 

55*  Doolsion.  p  218. 
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waa  replaced  the  high  comoiseion,  iiSCA  repreaentation  in  Geimany  waa 

56 

placed  uzider  the  control  of  the  American  High  Commissioner. 

The  GABIQA  Appropriation  is  Ert ended  to  Include  “Recovery*' 

Under  Secretary  of  the  Army  Draper  feared  that  the  QABIOA  appropriation 
for  19A9>  on  which  the  Bureau  of  the  Budget  had  been  induced  to  restore  a 
3175  million  out,  might  be  Jeopardized  by  Gongreasional  opinion  that  the 
Gemans  were  not  doin/j  enough  to  collect  domeatic  food  stuffs.  He  repeated 
previous  waminga  on  this  score  to  Gen  Clay,  who  replied  that  he  had  ordered 
a  houae-to-houae  census  for  hoarded  foods  with  spot  checks  of  certified  reports. 
"If  this  does  not  find  the  food  it  aaans  that  it  is  not  there.  I  think  it 
fair  to  point  out  that  Germans  have  always  protested  our  production  estimates 
>*ich  were  nuch  larger  than  theirs,"  ‘shortly  thereafter  Clay  himself 
went  to  Washington  to  defend  the  appropriations  for  Germany  before  the 
Appropriations  Committees  of  the  House  and  Senate. 


56*  Story  in  Documents  contains  the  following  documentation  on 
ERP  assistance  to  the  biaonei  letters  of  intent  signed  by 
US  political  adviaer,  Robert  D.  Murphy  on  1  May  48  and  by 
Generals  Clay  and  Robertson  on  14  May  48j  agresoent  between 
the  United  States  of  America  and  the  US^JK  occupied  areas  in 
Germany,  dated  14  Jul  46,  with  annex  containing  "interpretative 
notes";  pp  522-31  inclusive, 

57.  Teleconference  between  War  Departmant  (Draper  and  Vootfoees)  and 
OMGUS  (General  Clay,  Wilkinson  and  others),  10  Jan  48,  OHOOS 
Teleeon  File,  KCRC.  3E0HET,  Deolsion.  p  239. 
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Biere  reraalned,  however,  immei’ous  toclinical  details  to  be  ironed 
out  beWeon  Washington  and  the  theater  before  the  1949  ^iARIOA  appropria¬ 
tions  was  finally  passed  by  Congress  in  June  1948»  Traoy  S.  Voorhees, 
idio  in  the  meantiiae  had  been  appointed  Assistant  Secretary  of  './ar,  ob¬ 
tained  an  amendment  to  the  appropriation  l'an;5ua3c  so  that  GARIOA  funds 

could  be  used  not  only  for  preventin,;  "disease  and  unrest"  but  also  for 

5G 

the  "recovery"  of  Germany. 

0MG03  is  Caught  in  a  Financial  Squeeze 

'Iho  fact  that  some  of  the  funds  for  US  support  of  Germany  were 
appropriated  to  the  Department  of  the  Arny,  whex-eaa  the  remainder  wae 
to  be  allocated  throu:-3h  EGA  chakvnela,  resulted  in  a  difficult  situation  for 
OMWS.  The  European  agency  charged  with  recommending  the  division  of  the 
56  talllion  appropriated  on  2  April  1948  by  the  Econond-c  Cooperation  Act  of 
1948  was  the  Organization  for  European  Economic  Cooperation  (OEEO),  the 
successor  to  the  temporary  CJSBC.  TSie  OEBC  was  established  in  Paris  in  the 
Spring  of  1948,  With  British  delegates  representing  Mzo.iia  since  it  was 
considered  desirable  for  OEEC  to  bo  fomod  by  the  representatives  of  European 
nations  without  American  participation.  Administrator  Hoffman  of  the  iiCA  had 

58.  Teleconference,  TT  9650,  22  Jun  49,  OMGUS  Telecon  File, 

KCRC.  CONFIDENTIAL 
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(J«t#n«ined  that  OEEC  ahould  divide  the  initial  approp*4ation  among  the 
partleipatAiiK  natxona*  ifes  yspsrxssnt  ss  the  joav  rs^r-o-w- 

appropriations  on  the  aasuiqption  that  Gerjaany  tiould  receive  4500*000*000 
from  BRP  funds,  the  OESQ  reooiaaended  only  4364,000,000  for  Germany,  less 
than  the  allocations  for  the  Netherlands  or  Belgium. 

Gen  Clay  protested  on  11  April  1948.  But  since  he  had  neglested  to 
establish  a  close  working  relationship  with  Hoffman,  the  reception  of  OMGUS 
ftLalma  hjr  EGA  wsa  less  iqn|>athetio  than  it  Bd.ght  have  been.  Ihere  ensued  a 
lengthy  series  of  discussions  with  Hoffman  and  his  facial  Representative 
for  Europe,  V.  Avexill  Harriman.  On  30  August  1948,  Gen  Clay  refused  flatly 
to  accept  the  offered  ERF  allocations.  In  sabeequent  negotiations  ending  on 
10  Reptember,  agreement  was  finally  reached  on  an  allocation  of  4414,000,OCX). 

REVISION  OF  REPARATIONS  USTS  UNDER  THE  BUHDPBAN  RECOVERY  ACT 
The  State  and  Army  Departments  Defend  the  Disnantlins  Prosraa 

The  Departments  of  State  and  of  the  Amy  entered  the  hearings  on  the 
European  Recovery  program  vdth  the  intention  of  eupporting  the  Auguat  1947 
level  of  industry  and  the  October  1947  reparations  list  without  further  change. 
In  the  hearing  of  8  .January  1948  Secretary  HarehsU  stated  that  'German  recovery 
and  integration  into  the  EBP  could  be  acoonqpllBhed  within  the  existing  level- 
of-lndustry  agrcestent.  Gen  Clay,  be  said,  would  supply  further  information. 


59.  Cable,  Under  Secretary  of  the  Army  to  CINClUR,  WAR  99390,  11  Apr  48, 

citing  telecon  of  earns  date,  CAD  Numerical  File,  RG  122,  PRB.  BESTSZCTBD. 
Peeiaion.  pp  215-18# 
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Vftien  this  was  presented,  the  fora  of  a  Istter  frcjm  Under  Secretary  of 
^ate  Lovett  to  the  Speaker  of  the  House  In  response  to  House  Hesolution 
365*  it  was  substantlalljr  as  subaltted  by  Gen  Clay  in  early  Decenber  1947 • 
Clay's  position  was  that  while  Individual  plants  on  the  reparation  list 
could  be  exchanged  for  other  plants,  which  had  been  done  in  some  cases  on 
Gennan  eu  :^e8tion,  the  level  as  a  whole  represented  the  maxliaam  industrial 
capacity  which  Germany  could  use  without  undue  preference  over  other 

countries  in  the  liLlooation  of  raw  materiala  and  transport*^ 

llthou^  Secretary  of  the  Amy  Royall  indicated  on  14  January  1948 
that  "to  attain  full  economic  recovery  Genadny  needs  more  outside  help 
than  any  country  in  'rfostem  Europe,"  and  that  the  Army  was  departing  from 
the  llnltsd  "disease  and  unrest"  fomula  in  order  to  relieve  the  American 
taxpayers,  he  adhered  to  the  previous  policy  on  dismantling.  Senator 
Vandohberg  was  ready  to  accept  the  State-Aray  policy  on  dismantling,  as 
evidenced  by  the  following  dialogue, 

"THE  CHAUQIAN  /svmtor  Vandenber^ t  ,  •  .It  is  my  understanding  of  your 
testimony,  and  I  am  asking  you  to  check  tliose  conclusions,  that  It  would 
be  both  inadvlaable  and  futile  in  respect  to  any  useful  results  to  suspend 
all  dismantling  of  plants  in  Germany  for  the  following  reasonat 

First,  that  the  plants  which  remain  to  be  dismantled  are  not  esaential 
to  the  maintenance  of  the  Gersian  economy  at  the  level  oontea^lated  for  the 
next  five  years  in  Germany, 

Second,  that  none  of  the  dismantled  plants  except  the  tag-end  remnants 
of  three  plants  will  be  sent  to  Russia,  and  that  all  dlBBantUng  which  la 
confined  to  those,  three  plants,  all  dismantling  intended  for  Russia,  will 
liave  stopped  the  first  of  April, 


60.  Ilearinjs  on  the  Suropean  Recovery  Program  before  the  Committee  on 
Foreign  Relations,  US  Senate,  8  Jan  to  5  Feb  48  inclusive,  teatimeny 
of  Hon  Geo.  C.  liarshall.  Sec  of  State,  8  Jan  48|  PP  11-12  and  36-37j 
Itr,  Under  Sec  State  Lovett  to  Sipeaker  of  House  of  Representatives 
in  response  to  HR  36$,  80th  Congress,  18  Sec  47,  reprinted  in  Story 
^n^goraoBiji^,  pp  413-20. 
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Third,  that  suoh  dismantling  tdth  tills  tog-snd  sxesption  vhioh  oontinuss 
to  ooour  will  tiioroforo  bo  £or  tho  bonofit  ot  tho  roporotiona  idiieh 

ore  raeoghizod  in  behalf  of  the  other  oUtee,  partieulorljr  the  western 
European  allies  and  their  ooUeagoes.  Therefore,  tiiat  the  total  suspension 
of  disnantllng  would  oontrlbute  neither  .to  the  Qenasn  eoonovgr  nor  to  the 
agreed  progrsn  of  reparations  in  respeot  to  allios  other  than  Bussis.  Is 
that  a  oorreet  statensntt 

"SSCRETIRI  ROlALLt  I  think  that  is  a  very  oomplete  and  excellent  subi- 
aiory, .and  a  vezy  oorreet  avunary.  ... 

"THS  ejUmUHt  ia  1  not  correct  in  saying  tliat  such  on  order  iiolt 
diiiantlii^ , would  be  inadTisable  because  not  essential  to  the  Gexnsn  economy 
and  because  additional  surplus  diasiBnitllng  is  necessary  to  meet  legitljnate 
restoration  requirements  of  our  Western  Allies? 

"SSCRSIAR7  ROIAIlit  That  is  entirely  oorreet,  and  that  is  under  the  lARA 
Agreement..." 

Secretary  RoyoU  went  on  to  state  that  a  continued  control  of  German  industry 
would  be  necessary  "until  we  are  more  convinced  than  I  sa  today  that  the  war 
spirit  is  oomplstely  dead  in  Germai^."  in  answer  to  a  further  question  from 
Senator  Vandenberg,  Secretary  RoyoU  confirmed  that  it  was  still  US  policy  to 
keep  Oemany  permanently  demilitarised,  with  the  qualification  that  it  was  no 
longer  thou£^t  necessary  "to  denude  Germany  of  all  essential  Industry,  in  order 
to  prevent  reaillitarization."^ 

The  same  reasoning  was  incorporated  in  a  memorandum  which  Secretary  nor  shall 
sent  to  Senator  Vandenberg  on  k  February  194G,  ^d.th  a  covering  letter  stating 
tliat  since  a  temporary  halt  of  dismantling  followed  by  resumption  would  produce 
"unfortunate  political  oonaequencee"  in  Cierijany,  Gen  ClOv''  had  not  bean  instruc¬ 
ted  to  discontinue  dismantling.  The  meaiorsnduin,  in  addition  to  justifying  at 


61.  Hearings  as  oltsd  in  praeeeding  note,  testimony  of  Honorable  Kenneth  C. 
Boyall,  S«e  Axoy,  '.Jed  lA  Jen  AS,  and  Tliurs  1$  Jan  itd. 
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len^h  the  feasibilit,.  ai'.d  iiscesait-y  of  tlio  rapai'ationi;  pro._;i-a:.u  uointod 
out  tliat  the  liitcr-illied  Reparations  Agency  iiacl  protested  to  the  Council 
of  I-'orciyi  larAatero  in  liovenbcr  1947  againat  delays  in  the  disi.antlirij  and 
dhipi.ient  of  plants  and  had  roquostod  the  Council  to  seel:  :.easui’cs  to  speed 

62 

up  the  progi-a;:!. 

Cabinet  aiid  Diplomtj.c  Consideratir-  of  Reparations 

In  spite  of  the  initial  etateuents  by  the  Secretixies  of  State  and  01 
the  iinVj  i4  vfas  apparent  from  the  outset  that  US  reparations  policy  uouj.d 
be  tliorou jlii.y  erju.iinod  and  reconsidered,  both  in  Con.'jxcss  and  on  hij*  c;;ccu- 
tive  levels.  On  9  January  1946  the  Depurtuent  of  the  An.iy  advised  OhGUS 
ttiat  Sonatoi*  V'andenboi’2  had  obtained  withdrawal  of  tlio  appropriation  rider 
bloclcinii  tlie  pay  of  disi.antlin2  porfxnmel  by  prorjicinf  to  review;  tlie  entire 
reparations  <iuestlon.  Adoption  of  definitive  US  policies  on  future  repara¬ 
tions  dellveriea  awraited  ijroaress  of  the  heurin.p;,  further  discussions  vdth 
the  British  and  consideration  in  tlio  US  Cabinet.  In  thc,saj.;o  cable  instruc¬ 
tions  wrere  ^iven  rsgardinc  deliveries  to  the  Soviet  Union  as  follows  1 

“Ifeantir^TB  you  tiiould  continue  practice  of  i.aUiii^  no  deliveries  to  the 
Sowrict  Union  except  for  any  tag  ends  of  deliveries  w/hich  wirore  never  sus¬ 
pended  and  are  now^  being  coi.ioloted  pwarsuant  advance  deliveries  and  w;ar 
plants  eqwiip  programs.  Tliere  otiould  bo  no  public  statciaor.t  or  stateiwnt  tp 
Soviets  on  tliis  practice  petidlng  a(Joption  definitive  U.S.  policy.  Reasons 
for  sooroty  are  delicate  negotiations  with  British  and  desire  if  possible 
to  avoid  any  Soviet  reprisals  pending  definitive  policy." 

The  Secretary  of  State,  ORGUS  viao  advised,  planned  to  reconnond  to  the 
Cabinet  that: 


62.  Status  of  Germs.n  Reparation  and  jiu;.antllng  Program,  Itr,  Sec  State 
llirshall  to  Sen.  .Irtliur  R.  Vanden’i^rg,  4  Feb  46»  with  iMmo  on  Genwan 
reparations  prograEi  dtd  2  Feb  46,  Story  in  Doewmwenta.  pp  374-61. 


IX-55 

SECRET 


Chapt  9 


SECRET 


"A.  Haparationa  program  as  a  ^dlola  be  stronj^  defended  and  that  die- 
taantUniS  for  and  dallveriea  to  lAtU  countries  be  suspended  pending  Congre^ 
aional  enqjuiay  only  If  adu  is  persuaded  after  full  conference  with  Congres¬ 
sional  leaders  that  Indiapensable  to  congreoslonal  auppox't  for  Z3IP. 

"B*  Doliverlea  to  Soviet  Union  bo  suapended  indefinitely  except  perhaps 
tag  ends  referred  to  •••  above* 

"C«  Deliveries  to  all  lASA  countries  be  continued. 

"D.  A^eeiasnt  be  aou^t  with  Dritiah  and  French  to  auapeud  deliveries 
to  USSR  from  Western  Zones  bub  no  eeonouio  pressure  be  exerted  if  to  do  so 
is  againat  tlielr  Jud^nt.'* 

TlieBritiah,  the  cable  indicated^  regarded  themselves  ooia.'dtted  to  further 
deliveries  to  the  Soviets,  stopping  of  Which  would  gl.ve  tlie  Soviet  Union  an 
excuse  to  increase  the  difficulties  of  V/sstem  powers,  would  cut  off  Soviet 
dellvories  of  wheat,  potaah,  tizober,  etc.,  needed  by  lARA  powers,  would  dla- 
oourage  Bast-Vest  trade  and  woxild  intensify  Consunlst  opposition  to  dismantl¬ 
ing  in  Western  Geriusny.  Tlie  QritisSx  }>ad  bean  told  of  probable  Congrossional 
dissatisfaction  with  their  attitude  in  viov/  of  US  support  to  Blsonla  and 
Britisli  requests  for  acsistance.^ 

At  the  cabinet  meeting  of  16  January  the  Secretary*  of  State  su'ooitted 
his  recoLiuendations  as  planned.  The  British  were  advised  tliat  their  proposal 
to  put  up  war  plants  for  allocation  was  untimely.  Gen  day  wae  instructed 
to  urge  Gen  Robertson  not  to  present  the  Dritish  Zone  war  plants  for  alloca¬ 
tion  until  further  notice  and  to  request  deferxtent  if  the  list  were  adtually 
introduced  in  the  Allied  Control  Authority. 


63.  Cable,  CSCAD  FL  to  dlldSUR,  WATJC  93723  of  9  Jan  AS,  CAD  Uumarlcal  File, 
RG  122,  DRB.  SECBBT 

0 

64.  Cable,  CSCAD  Boon  to  0U3US,  VAia  9A1C9,  I6  Jan  AS,  CAD  )^JI!terlcal  File, 
BO  LU,  Kffi.  SBCRJI 
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In  tho  ueantlne,  the  Depai'tiadnt  of  the  Anjy  was  receiving  detailed 
questions  from  tlie  Foreign  Affairs,  Anued  Senrices  and  Appropriations 
Comuittees,  plus  the  Case  Suhcomadttee  of  the  Horter  Couaiittee,  IJost  of 
these  questions  ivere  passed  on  to  OLGUS  wiiere  officials  of  the  liCouoLtius 
Division  spent  uuch  of  thoir  tiLia  jathoring  tiie  uecessar;*  data.  Testimony 
hpfoi'e  tlio  Senate  Foi'cl^jn  Halations  Co;;ii;iittec  i;ac  often  at  variaiico  vdth 
tlie  of..icial  viev/sr  .'Uiibaosador  Dou^as  and  Seci-otaiv  of  Defence  Forrestol 
e3qx3u;itled  at  length  the  need  foi*  Oer;aii  recovery-  aiid  I'e^.t-iined  pointedly 
silent  on  tlie  subject  of  Ciiai.iantling,^5 

On  10  Januaiv  19/1G  fomor  Proaidoiit  Herbert  Hoove*-  a-iurecsed  a  letter 
to  Senator  Vandenbar^  u’hioli  ma  inserted  in  the  lioarin^j  record.  Hoover 
urged  tliat  inotaad  of  li:.iitir.j  Goi*.  ;an  stool  and  nachinoiy  p*oduotion,  the 
United  States  should  encourage  it  bj-  suppl^^-ing  working  ca'pital.  Artificial 
scarcities,  he  said,  vrauld  delay  reconstiruction  and  incrcaso  tajQsai'-er  cost 
to  the  United  States,  And  on  20  January  19AC  John  Zoster  Dulles  advocated 
production  targets  for  Gennaiv  as  i/ell  as  international  controls  to  prevent  • 
aggressive  use  of  the  Gomian  econoiiy.  His  remri^s  on  the  reparations  progi'oia 
were  pointed 1 

"i'ir.  Dullest  So  far  it  806;..s  as  if  our  adi-.dniotration  of  Goriiano'-  had 
not  heard  about  tho  Eiu’opean  Recovery  Plan;  and  it  is  time  tliat  the  two 
things  should  be  b^nj^t  togetho. . 


65,  Hearings  on  the  Suropean  Recoverj’-  Progi'au  before  the  Cou:.iitto0  on 

Foreign  Relations,  U.S.  Senate,  &  Jan  to  $  Feb  inclusive;  G  Jeui  4G, 
Testiiusny  of  Ron  Lewis  V/.  Douglas,  Aubassador  to  Ureat  'Dritaln;  1$  Jan 
ItSi  Testiinsny  of  Ion  James  V.  Forrestol,  Sec  Defense. 


lX-57 

SECRET 


Chapt  9 


SECIET 


Senator  ^thg  ss  ^  ^«ad  «dth.  dissatitllng  the  plshts 

in  Qemauosrt 

]Se»  Dullest  There  Mere  egreeaenta  aade  at  Potadau  about  the  dla> 
fciantllng  of  planta.  thleh  aae^Md  to  ua  to  be  entirely  unrealiatie  and  to 
defeat  such  a  prograa  as  we  are  talking  about  here.  And  X  do  not 

thlnlc  that  any  plants  of  that  category  ou^it  to  be  dlasiantled.  I  ttiink 
the  Potadan  Adamant  for  all  intents  and  purposes  ahould  now  be  treated 
aa  pretty  ouoh  of  a  dead  latter,  because  it  Juat  is  not  woricing." 

Tliere  were  oertaln  plants,  Dulles  said,  which  actually  represented  excess 

oonufacturing  capacity  and  could  be  nore  useful  if  moved  to  Allied  countries. 

The  decision  whether  to  taove  planta,  however,  tfiould  be  made  on  a  purely 

economio  baaia  without  regard  to  the  Potsdam  Agroaiatnt.^ 

I]y  the  eni  of  January  19A8,  various  Congresscien  were  danuunding  that 

plants  in  Gemany  capable  of  producing  critical  aquipuient  should  be  placed 

in  operation  rather  than  being  dionantlod.  If  tlda  required  priority  for 

material,  labor  and  fuel,  then  the  ERP  legislation  ahould  provide  such  pri- 

orlties.  As  the  Department  of  State  oonraented  in  a  cable  forwarded  tlirough 

the  Civil  Affairs  Division!  "Point  ia  here  that  our  previous  explanation 

that  those  plants  could  not  oe  operated  effectively  because  of  certain  aiiort- 

agos  does  not  hold  up  wiion  toapor  of  Congress  is  to  eliminate  obstacles." 

Particular  Interaijt  was  sliown  in  the  case  of  slieet,  stripe  and  tube  aills, 

the  Herter  Comiaittee  recooaending  that  any  dismantling  in  tliis  field  be 

suspended  until  it  had  boon  ascertained  whether  the  products  of  tJieae  plants 
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'./ere  needed  for  E\ux>pean  recovery. 


66.  rt>1d.  p  711  (Itr  from  .i*.  hoover )  and  20  Jaii  4C,  tcntii-iorv  of  ihr. 
John  Foster  Dulles. 

67.  Cable  St  CbCAD  Econ  to  diGUS,  viaICC  94^97  ei  22  con  and  auCL  94905  mf 
29  Jan  Z)fl,  CAD  iruneidcol  File,  IG  122,  DliJ.  ihjJ'fillC'i'.U 
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Toward  the  end  of  the  Senate  Foreign  Relations  Coiomittee'a  hearings, 
a  report  vas  presented  Lewis  H*  Brown,  President  of  the  Johns-^feaTills 
Coiqpany,  who  had  studied  eeononic  oooditlons  in  Gemany  at  the  request  of 
Gen  Clay.  After  discussing  the  causes  for  eoononie  paralysis  in  Qemany, 

Brown  reconcwaded  the  remoTal  of  all  restrictions  on  industry  sxcept  for 
those  of  strictly  military  character.  The  eurrenoy  diould  be  reformed  and 
the  eoononie  regimsatation  apparatus  denobilised,  he  said.  Weatem  Germany 
should  be  made  "a  Buroptean  bridgehead  for  the  advance  of  the  private  enter¬ 
prise  system."  Business  oonfidence  required  abandonnent  of  the  philosophy 
enbodieA  in  the  Yalta  and  Potsdam  Agreements  and  in  JCS  1067. 

The  Senate  Foreign  Relations  Coanittee  considered  that  the  administra¬ 
tion  had  made  its  case  on  the  reparations  pro grams  Ita  report  submitted  to 
the  Senate  on  26  February  1948  stateds 

"Che  Committee  is  satisfied  that  the  policies  of  this  government  with 
respect  to  dismantling  of  German  plants  are  consistent  with  the  Suropean 
Recovery  Program  and  that  they  do  not  jeopardize  the  vital  role  that  Western 
Gezmany  is  required  to  play  under  this  progra^... 

"The  Committee  finds  that  oo  discontinue  dismantling  would  vio^te  our 
international  oommitments  under  the  Paris  Reparations  Agreements."”' 

The  Caee  Suboommittee,  however,  disagreed  strongly.  Its  report  of  28  February 

1948,  the  major  recommenlations  of  which  were  made  known  to  the  executive 
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agenciee  In  late  January,  made  the  following  propjosals  on  rep>aration8t 


68.  Hearings  on  the  Suropean  Recovery  Program  before  the  Comittee  on  Forelgb 
Relatione,  U.S.  Senate,  31  Jan  48,  Basic  Statement  on  Germany  by  Lewie  H. 
Brown,  Pres,  the  Johns'4lanville  Co.,  N.  Y.  C. 

69.  Senate  Rep>ort  93$,  80th  Congress,  2nd  Session,  26  Feb  48,  entitled 
"Bux^lodan  Recovery  Program." 

70.  Cable,  eSCAD  Scon  to  OUGUS,  I1UBX  94905  of  29  Jan  48,  CID  Numerical  File, 
BG  122,  BBS.  BSSIBICIED 
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"That  a  apaoial  inoantlve  achedule  be  authorized  for  the  production 
of  coal  by  penaitting  Qkmny  to  retain  fof  induetrlal  and  heating  purposes 
all  the  coal  mined  beyond  the  ninlinMin  essential  exports  of  coking  coal  to 
liberated  nei^^bors. 

"That  the  production  of  fertilizer  in  Gexmany  must  be  increased  by  all 
possible  means  as  an  indispensable  step  In  increasing  the  production  of 
food. 


"That  the  dipantling  of  plants  in  Western  Qemsny  be  suspended  in  or~ 
der  that  the  list  of  those  scheduled  for  dismantling  nay  be  restndied  by  a 
Congressional  committee  to  detezzdne  idiere  they  can  best  be  used  for  the 
eoonomic  recovery  of  Europe,  or  alternatively,  that  a  procedure  for  review 
of  the  li^st  be  established,  uith  application  to  all  of  Western  Germany  if  possible 
In  such  a  manner  as  to  peri^t  full  weight  to  considerations  of  European  recov¬ 
ery,  and  full  knowledge  of  the  facts  by  ths  Congrssa. 

"That  ths  management  of  German  Induatry  be  turned  over  to  its  owners 
under,  such  restrictions  as  are  filly  conelstent  with  occupation  poUdea  but 
otherwise  allowing  full  freedom  to  make  such  use  of  raw  materiala  or  use  of 
foreign  exctiange  credit a  as  is  conelstent  with  agreed-upon  claims.  ... 

"That  ths  schedule  of  levels  for  the  different  Industxiee  of  Germany 
under  .the  Revised  Level  of  Industry  Agreement  of  August  29,  1947>  bs  rsviewad 
in  detail  by  the  Occupation  Administration  In  light  of  any  program  for 
European  economic  recovery,  and  a  report  with  recommendations  for  changes 
be  made  to  Congress  at  an  early  date,  and  annually  thereafter." 

The  notes  accon^ianylng  these  recomssndatlons  made  It  clear  that  the  Subcommittee 

had  considered  the  testimony  of  State  and  Amy  officials  in  the  Senate  £RP 

Hearings  but  was  unconvinced  by  the  arguments  presented.*^ 

the  status  of  ths  dismantling  controversy,  as  appraised  by  Col  Cheseldlna 


71.  SOth  Congress,  2nd  Session,  House  Report  No.  184$,  Final  Report  on 
Foreign  Aid  of  the  House  Select  Cosmittee  on  Foreign  Aid,  Report  to 
Geraany,  pp  113-31j  the  reocamsadatione  quoted  are  eoonomic  recommen¬ 
dations  Nos.  3,  4j  5;  9,  s^id  10  from  a  earies  of  10. 


n-6o 


SECRET 


I 


Chapt  9 


SECRET 


of  the  Civil  Affairs  Division  in  a  teleconference  vdth  QIIGUS  on  13  February 
1943  was  as  follows  t 


"Tender  of  Congress  is  conditioned  by  demands  of  liarshall  Plan.  So 
serious  is  entire  reparations  problem,  particularly  dismantling,  that  matter 
is  subject  of  Cabinet  meeting  today  to  attempt  get.  firm  position  to 
present  Congress.  This  will  mean  government  eontadt  here  with  French  auid 
Dzdtlsh  to  try  to  secure  something  solid  on  whatever  our  position  majr  be. 

If  the  Congress  tiot  satisfied,  vm  can  expect  quick  legislation  or  prolonged 
debate.  Heantdiile  your  dismantling  will  continue.  No  one  knows,  therefore, 
vftjether  U.S.  will  be  praised  or  censured.,..  Be  asevired  too,  that  all  ques¬ 
tions  we  send  you  tills  subject  are  being  asked  British  axid  Flinch  Stata 
at  governmental  level.  No  problem  more  acpte  in  Washington  than  this..."'^ 


Establishment  of  the  Cabinet  Technical  Conmission 

The  issue  was  not  resolved  on  13  February  but  nt  a  Cabinet  meeting  of 
16  February  the  following  recommendations  made  by  the  Secretary  of  State  were 
approved t 

*<1.  That  the  Secretaries  of  Commerce,  Interior  and  Agriculture  nomi¬ 
nate  representatives  to  examine  with  ropresentatives  of  ;l^e  State  anl  Army 
Departments,  and  in  cooperation  with  members  of  the  tedmloal  staffs  of  ths 
intsrested  Congressional  committees,  the  Jlsts  of  plsnts  scheduled  for  dis¬ 
mantling  in  the  three  western  zones  (800,  of  which  186  are  in  the  U.S.  2Sone). 
The  purpose  of  this  examination  would  be  to  recommend  >d)ioh  plants,  if  any, 
on  these  lists  should  be  retained  becauaa  they  could  if  left  in  Germany  make 
a  substantial  contribution  to  the  world  supp^  of  critical  items. 

2.  Subject  to  the  possible  recommendations  referred  to  above,  the 
Cabinet  should  approve  the  dismantling  program  as  based  upon  the  revised 
level  of  induatxy  of  August  1947. 

3.  Dismantling  of  plants  in  the  U.S,  Zone  will  be  continued,  and 
deliveries  of  plants  will  be  made  from  the  U.S.  Zone  to  the  IAEA  nations, 
in  accordance  with  our  obligations  under  the  Paris  Agreement  on  Reparations 

of  24  January  1946,  after  recoxBmendatlons  are  received  under  paragraph  1  above. 

4.  The  Secretary  of  State’s  representative  should,  at  the  forthooming 
Tripartite  Conference  In  London,  seek  the  adherence  of  the  British  and  French 
Qovemnents  to  the  foUowing  course  of  actions 

A.  Indefinite  suspension  of  further*  deliveries  to  the  Soviet 
Union  and  Pclsi^j  ^th  the  possible  exception  of  deliveries. .. 
compensated... by  reciprocal  deliveries  of  oommodltiss  from 
ths  Soviets. 

B.  A  prompt  re-examinatlon  of  the  lists  of  plants  sehedulsd  for 
dlsssmtling  In  their  soiMs. 


72.  Teleoon,  GAD  and  OWKIS  Economics  pivlflon,  T7  9090,  i?  Feb  1^,  ouqu^  Telseon  File,  KCRC 
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5*  If  Batisfaotozy  agratnaotB  tdth  th*  British  ani  Frsnehj  as  !»> 
dleated  lo  sub-pasragrai^  (i)  and  >(b)  of  rsooBnoandation  4>  -are  not  a.ehlavad« 
the  Cabinet  should  eonkidar  further  the  position  vUdi  the  D*8*  QorarxaMnt 
should  taka. 

In  reporting  these  Cabinet  decisions  to  QMQOS,  the  Civil  Affaire  DItL- 
'slon  noted  thdt  the  Cabinet  Technical  Coomlssion  thus  established  would  oou'^' 
oem  itself  vdth  the  foUoMlng  critical  induetriest 

1.  Steel  sheet  and  stripe, 

2.  Steel  tubes  and  large  dlaaeter  pipes, 

3.  Petroleua  equlpnent 

4*  Heavy  eleot^oal  equlpswat,  iacluding  transfonaers  and  generators, 

5.  Agricultural  machinery, 

6.  Qoal  mining  equipment 

7.  Transportation  equlptaent, 

S.  Certain  types  of  oheoicals,  including  fertiliaer. 

The  Civil  Affaire  Division  felt  that  it  could  assure  the  Cabinet  Technical 
Coiumiselon  that  the  otdtioal  industries  in  question  were  not  affected  by 
reparations  from  the  United  States  Zone.  Its  investigations,  therefore, 
would  probably-  be  concerned  only  with  the  British  and  French  sonos.’^ 

The  Cabinet  Technical  Commission,  headed  by  Noraan  B.  Colllsson 
(later -ECA  representative ■ in  Germany)  and  also  known  as  the  "CoUlseon 
CommlBsion"  was  only  the  first  of  several  investigative  bodies  that  caas 
to  Canmany  during  1948  to  look  into  the  reparatlona  problem.  The  Joint 
Conoittee  on  Foreign  Soonomic  Cooperation,  the  ao-Callad  "Watchdog  Caanod.ttee" 
established  by  Section  124  of  the  SCA  Act  of  1948,  joined  with  the  Depart¬ 
ment  of  the  Atvy  and  the  Sconomlo  Cooperation  Adminlatratlon  in  establledilng 
the  Wolf  Comnittea,  beaded  by  Qeorge  V.  Wolf  of  the  IVdtod  States  Steel 


73.  Cable,  CSCAD  VL  to  CnCJBUB,  VtR  96176  of  18  Feb  48,  GID  Bunerlcal  File, 
BQ-122,  DRB.  SECBET 
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'  nVp  tvhidi  v;aj  chsigad  vitii  r^-^pp raising  the  dismantling  of  the 
sitesl  pl*nt-3  on  tho  r^-parstions  lict,  A  aubsidiary  committee  of  the 
i.rc.ll'  Comulttoe,  headed  by  Joseph  Keenan,  Investigated  the  effect  of 
di.Emantling8  on  the  production  of  coal  mining  machinery.  Finally,  EGA 
had  its  ovn  committee,  appointed  by  Administrator  Hoffhian  at  a  later 


T-?.ck  of  Information  Hampers  Conaideration  of  the  Dismantling  Program 
Uhilo  these  Investigations  vare  being  launched,  dismantling  in  the 
173  Zona  was  proceeding  at  a  rapid  rate.  Gen  Clay  hEul  stated  on  31 
December  1947  that  "we  are  dismantling  all  plants  now  as  rapidly  as  we 
can  reach  them,**  and  “please  imderstandithat  in  US  25ono  we  continue  to 
d'i.faantle  until  we  receive  orders  to  the  contrary. This  information 
v(\r\  paasod  on  to  Congress,  vdiich  had  every  opiwjrtunity  to  halt  US  Zone 
rtiamantllngs  if  a  majority  had  favored  such  a  course.  Since  Congress 
did  not  call  a  halt,  CM3US  continued  to  dismantle.  Of  the  105  war 
pl'inhrj  in  the  US  ..5)1JE,  89  were  completely  dismantled  by  31  March  194^* 

June  I94C  98  of  these  plants  wore  completely  dismantled  as  well 

75 

f.H  all  of  the  69  plants  that  had  been  dilolared  surplus  in  October  1947* 

Tcij  critical  industrial  plants  wore,  of  course,  mooLly  in  the  Bi’j.!;V«h 
and  those  were  largely  concentrated  nu  t7ie  Ruhr  induaii'lal  tn'oa, 

A  few  important  plants,  particularly  in  the  cljoni.LQal  industry,  wuj-e  located 


74,  Tele  conference,  D/A  (Gen  Draper)  and  OMGUS  (Gcfi 
Deo  47,  0MGU3  Teleoon  File,  KCRC.  SKOJ'KT 

75.  Reparations  and  Resti.iutit.vA  (tm,  ..  i.i  .  i ,  :•  ..,.1.1,  . ■  ■  , 

Governor  Ko'V" '3’o, '"An7.-J<an  /j>, 
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in  the  French  4one. 

Since  1945  j  Britlali  policy  relative  to  r  eduction  of  German  industrial 
capacity  had  moved  in  the  direction  opposite  from  the  trend  of  opinion  in 
the  United  States.  Originally  the  British  had  favored  a  greater  steel  capa¬ 
city  than  the  United  States,  but  by  1947  the  situation  liad  been  reversed. 

The  Reparationa  Division  of  British  Military  Government  contained  a  nur.’-jer 
of  officials  on  leave  from  important  positions  in  the  British  iron  and 
steel  industries,  idio  had  at  least  a  potential  interest  in  eliminating  plants 
that  could  coiqjeto  with  British  exports.  The  British  were,  however,  fully 
infoimed  about  the  proceedings  in  Gongress.  In  view  of  their  stake  in  the 
European  Recovery  Progirata,  they  had  every  interest  in  avoiding  stops  that 
could  provoke  unfavorable  reactions.  Dismantling  in  the  British  Zone  pro¬ 
ceeded,  tiiorefore,  at  only  a  moderate  speed  and  with  speci.al  measuros  to 
avoid  publicity.  Certain  critical  plants  scheduled  for  diamaiitling  wore 
still  intact  at  the  end  of  194^. 

A  major  difficulty  that  confronted  all  tlioso  concerned  vri.th  the  ropara-' 
tions  and  diaroantling  question  wa-.  the  lack  of  coordinated  and  evaluated  in'  ■ 
formation.  There  had  been  no  ooraprehensive  analysis  to  ascertain  exactly  hovf 
the  machinery  to  be  removed  fitted  into  the  German  and  the  European  oconuny. 
Such  an  analysis  would  have  required  a  oooperative  project  of  the  three 
western  occupying  powers,  because  reparations  roinovals  affected  Westorti  Cor- 
many  as  a  whole.  Yet  all  that  C&S3US  could  offer  in  support  of  the  1947 
level  of  industry  was  the  unproved  assertion  that  the  Germans  would  bo  untible 
to  enqploy  the  capacity  designated  as  “surplus"  on  the  revised  reparations  list. 

In  March  1943  the  Cabinet  Technical  Coeimlssion  undertook  an  intensive 
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nents*  OHBUS  waa  raquaatad  to  aupply  detailed  Ijifoxtaation  concerning  present 
and  past  production  of  the  plants  schedulelfor  dlanantllng  and  the  industries  vdiic 
the7  represented.  To  this  request,  QKGIJS  was  forced  to  reply  that  there  was  no 
eonparable  infozmtion  on  production  capacities  in  the  three  zones.  Production 
infonnation  was  Halted  to  that  established  in  the  OMGUS  reporting  system  plus  a 
few  other  critical  iteos.  Shortage  of  staff  made  it  ingjossible  to  provide  the 
data  demanded  by  the  Coaoiission.  ficcept  for  personnel  engaged  in  restitution 
and  dismantling,  the  ttIQUS  economics  staff  was  being  reduced  to  two  individualB 
in  each  Land.  No  help  oouli  be  had  from  the  German  officials,  since  they  were 
embroiled  in  reorganisation  and  were  unfamiliar  with  reparations  problems* 
Although  0HCU3  had  assembled  infonnation  on  the  productive  capacity  of  peace¬ 
time  plants  in  the  US  Zone,  no  such  information  was  available  for  the  otlier 
zones  and  it  was  doubted  that  the  British  or  -French  would  go  to  the  trouble 
of  ooUsctlng  the  data.  Conversely,  the  Department  of  the  Army  was  unable  to 

tell  QHGUS  whether  the  Coimniasion  would  require  changes  in  the  list  of  US 

76 

Eone  plants  scheduled  for  dianantling. ' 

There  were  from  tlao  to  time  disputes  concerning  individual  plants. 

A  typical  case  inoolred  the  Qelsler  plant  at  thuiich  idiich  produced  precision 
tools  and  gauges.  This  plant  was  scheduled  for  dismantling  in  qpite-  of  strong 
objections  from  Arsy  Ordnance  officleils  and  German  sources  Including  the  rail¬ 
roads*  Both  during  and  after  the  dismantling  of  this  plant,  it  was  alleged 


76.  Teleoonferaaess,  CAD  and  OHSUS  Beonomics  Division,  TT  9186  of  8  March 
and  TT  9191  of  9  Kar  48,  OlCiUS  Telseon  Fils,  KCBC.  SECBET 
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th«t  CMQU3  peraonn*!  bad  conapirad  to  withhold  eaaontial  Infonoation. 

It  la  reaarkabla  that  tbara  wara  a  few  dlapataa  of  thla  type  that  he« 

"'ll  ; 

caoa  laauaa  in  tha  Uhitad  ftataa*  Noznal  aooxwttLe  oonditlons  had  caaaed 
to  exist  in  Gazvany  wall  bafora  the  war,  and  during  the  first  half  of  194^ 
Westam  Qeznany  StlU  had  a  aanagad  eoonoqgr  tdth  a  worthlesa  currency;  there 
was,  therefore,  no  objeotlre  test  of  surplus  eapaelty  such  as  would  have 
been  afforded  by  supply  and  demand  in  a  free  aiarket« 

Report  of  the  Cabinet  Tachnloal  Coaiinlselon 

Ey  the  end  of  June  19Ad  the  Cabinet  Tedinloal  Comnieeion  had  ooiq>leted 

its  report,  which  reconBended  the  retention  of  316  entire  plants  and  15  points 
78 

of  plants.  The  Cabinet  Ooanittee  ost  on  3  July  and  decided  that  the  techni¬ 
cal  report  would  be  kept  secret  and  not  subonltted  to  the  President  until  after 
review  by  representatives  of  the  State,  Anqy,  Interior,  Cosmerce  and  Agricultwii 
Departments  and  the  Economic  Cooperation  Administration.  Acting  Secra-tary  of 
State  Lovett  and  Secretary  of  the  Anay  Royall  maintained  that  the  Coamiesion  h«i 
recommended  'blie  retention  of  too  many  plants.  A  cablegz-am  was  also  read  fi'oi  k 
Gen  Clay  indicating  that  he  likewise  could  not  agree  ■to  tJie  retention  of  as 
many  plants  as  were  listed  In  the  Cosmlsslon's  report  and  that  he  viould  lat&r 
indicate  the  plants  which  d'CUS  considered  it  desirable  to  retain  in  Genmro'* 


77.  Cables,  .CSCID  to  GMQCS,  UARZ  96367  of  22  Feb  48;  OHGUS  to  M),  CC  3319  of 

29  Feb  48;  CSGAD  to  Qt-IGUS,  VttRX'99211  of  8  Apr  48;  CSCAD  to  OJIGUS  WAIil  06814  of  - 
2  Aug  48;  CAD  numerical  111*,  RO  122,  ORB.  XNFlDENTiAL 

78.  Teleconference,  DA/8tate  and  QMRJd  Reparations  Division,  TT  9860  of  2B  Jul  4£, 
CAD  RuMrical  FUe,  RO  122,  DBB.  SE^ST;  of.  day.  Decision,  p  322 


ZX-66 

SECIET 


SECRET 


Ch&pt  9 

It  was  agreed  to  oos^rontlse  b7  retaining  a  mall,  nvunber  of  plants  produc- 

79 

ing  genuinely  critical  products. 

k  copy  of  the  report  of  the  Cabinet  Technical  Commission  was  sent  to 

QMQCS,  where  the  Economics  Division  reviewed  .the  need  for  the  products  of 

the  plants  rsoomaendsd  for  retention  and,  the  possibility  of  providing  them 

with  sufficient  labor  throu^  currency  reform  and  raw  materials  through  ERP. 

OHBUS  thsn  cabled  a  list  of  two  groups  of  plants  designated  as  first  and 

second  priority,  "the  retention  of  which  could  fairly  reasonably  be  justified, 

based  on  their  anticipated  contribution  to  the  European  Recovery  Program." 

Although  this  OHGUS  list  was  smaller  than  that  recommended  by  the  Cabinet 

Technical  Commission,  it  included  some  plants  that  the  Coimission  had  not 

go 

listed. 

After  a  Working  Party  of  the  Cabinet  Committee  had  considered  both  the 
report  of  the  Commission  and  the  (^IGUS  list,  the  Committee  itself  decided  to 
refer  to  the  Economic  C  ooperation  Administration  for  further  consideration 
a  total  of  about  170  plants  and  to  release  all  others  for  allocation  as  repara¬ 
tions.  It  was  anticipated  by  the  Depaotment  of  the  Azvy  that  Administrator 
Hoffman  would  accept  the  proposals  of  the  Cabinet  Committee.  The  Departments 
of  State  and  Army  planned  to  review  the  list  of  170  plants  with  the  ECA  with 
the  objective  of  increasing  the  number  of  plants  releaved  for  reparations  if 
possible.  At  the  same  time,  the  State  Department  woxild  request  the  British 
and  French  Governments  to  suspend  the  dismantling  of  plants  recommended  for 


79*  Cable,  OHGUS  to  MD,  F14PC  274  of  1  J\il  4^,  1(0)  to  (EIGUS  for  Under  Secntary 
teaper  (Iq  Qerlin),  lOIR  85188  of  3  Jul  48,  CAD  Numberical  File,  RG  122, 
DBBt  Teleoont  WD  and  CM3US  Economics  Division,  TT  97^1  of  V  48, 

GHDUS  Tsleoon  File,  KCBC.  Secret 

80.  Teleoon,  DA/SUta  and  ONGUS  RsparaUons,  TT  9860,  28  Jul  48,  CAD  Numerl- 
eal  File,  RG  122,  DBB.  SSCBET 
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retention* 

The  Haphrey  Comalttee  and  Ite  Report 

Before  way  Action  could  be  taken  on  the  report  of  the  Cabinet  Coiauittee, 
BWEibers  of  the  House  Foreign  JLffairs  CoioLiittoe  siuuujoned  ;(«presentatives  of 
the  Departments  of  State  and  kray  and  ECJL  to  discuss  the  status  of  repara¬ 
tions  In  executive  session*  The  Congraseoien  pointed  out  that  under  the.  EGA 
Aetj  the  final  responsibility  for  preparing  lists  of  plants  devolved  upon 

82 

the  EGA  uhlch,  in  fact,  was  ejqsected  to  consider  plants  already  allocated, 
Hoffman  agreed  that  the  review  of  tho  reparations  program  for  wiiich  ha 
was  responsible  as  Administrator  of  the  Economic  Cooperation  Administration 
Mould  have  to  Include  mere  than  the  approximately  170  plants  reco.Qii.iended  by 
the  Cabinet  Committee  for  further  study.  In  August  19AH,  therefore,  he  ap¬ 
pointed  tho  Industrial  Advisory  Committee,  consisting  of  American  industi-iai 
executives  \ander  the  chairmanship  of  George  M.  Huiqphroy  of  Cleveland. 

The  Humphrey  Committee  was  charged  with  reviewing  the  question  of  removal 
or  retention  of  a  total  of  381  plants*  Of  these,  323  had  been  recoimaended 
for  retention  by  the  Cabinet  Technical  Coiiimission,  vdiile  the  others  had  Ixiun 
listed  by  d'lGUS,  in  the  Keenem  Report  on  the  mine  oquipoaont  induatrj--,  and  by 
Congressmen  and  Congreaalonal  committeea.  A  stop  order  was  sent  out  on  the 


ai.  Cables,  CSCAD  Eeon  to  OKGUS,  WARZ  7  Aug  AH,  CAR  Numerical.  File, 

RG  122,  DRB*  SEOUT 

82*  Section  115  (f)  of  the  Economic  Cooperation  Act  of  1948  (Public  Law  472, 
80th  Congresa,  2nd  Session,  approved  3  April  1948)  reads)  "The  Administra¬ 
tor  will  reqMst  the  Secretary  of  State  to  obtain. the  agreement  of  those 
oountriee  concerned  that  each  capital  equipment  as  is  schedifLcd  for  removal 
as  reparations  from  the  three  Western  Zones  of  Germany  be  retained  in 
Germany  if  such  retention  will  most  effectively  serve  the  purposes  of  the 
European  Recovery  Prograv*" 
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plants  Hated  b7  the  Cabinet  Technical  CoimiilBslon,  so  that  they  wuld  not 

be  allocated  or  dlnsantled  beyond  the  existing  status.  In  the  case  of 

plants  in  the  British  and  French  Zones,  the  embargo  was  of  course  in  the 

form  of  a  request  throu^  diplomatic  channels  to  the  Oritisli  and  Frendi 

(v«r«T>Tmi.nts<,  ureat  Britain  and  France  were  recipients  of  B8P  asslatancw;  wie 

req;aest  had  the  desired  effect.  A  similar  request  was  made  on  some  but  not 

63 

all  of  the  other  plants  referred  to  the  Humphrey  Comnlttee.  ^ 

The  Governments  of  France,  the  United  Kingdom  and  the  United  States  is¬ 
sued  a  joint  statement  on  2?  October  194S  to  the  effect  thatt 

"...It  has  been  agreed  by  the  three  Qovemments  that  there  is  a  need  to 
examine  certain  portions  of  the  reparations  lists  with  a  view  to  detenaining 
to  what  extent  some  plants  on  those  lists  mi^t  better  serve  the  needs  of 
luropean  recovery  if  left  in  Gennany  than  if  removed  and  re<i;«reoted  elssidiere. 
Purauant  to  Section  115  (f)  of  the  United  States  Foreign  Assistance  Act,  a 
preliminazy  review  of  the.  lists  has  already  been  made  by  the  United  States 
OovanuMnt  and  a  list  of  plants  which  require  more  detail^  study  has  been 
drawn  up.  The  further  review  of  these  plants  will  be  conducted  by  the 
Industrial  Advisory  Cooslttee  of  the  Economio  Cooperation  Administration, 
maintaining  close  touch  with  officials  of  the  other  two  Governments  concerned, 
who  will  cooperate  in  every  way.  It  is  hoped  to  complete  this  review  within 
a  few  weeks." 

For  the  remainder  of  19AS,  dismantling  and  allocation  of  plwts  under  study 
by  the  Huiqphrey  Committee  were  deffrred  until  the  Committee  could  make  its 
report.®^ 


83.  Cablea,  GAD  to  OKOUS,  VkR  88786,  5  Sep  A8,  C0NFlDE3ITIALt  UARX  88914, 

8  Sep  A8,  .SECRBTt  and  WABX  90182,  1  Oct  Ad,  SBCBBTf.  CAD.  Numerical  File 
BG.l^,  VBBi  see  also  Occupation  pp  A8,  ij-lQ,  Decision,  p  322,  and 
Three  Years  of  leoaratlons.  ctcus.  Nov  48,  p  4. 

84.  ■  Separations  Programs  in  Vsstem  Zonesi  Three>^;)ower  Statement,  27  Oct  A8, 

story  in  Documents  A24-A25. 

85.  On  one  oooasion,  OKGVS  was  requested  to  make  a  discreet  investigation  of 
'clandestine  dlmaantliag  in  the  British  Zone  reported  by  the  ¥olf  Steel 
Coanlasion.  Cable,  CSGAD  to  QKQUS,  VAHZ  886A3  of  2  Sep  48,  CAD  Numerical 
nia,  BG  122,  DRB.  SBGSET 
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Th«  Hvnaphrey  Coniasion  proceeded  to  Geroatiy  in  October,  and  both 
Administrator  Hofltaan  and  Special  Representative  H^a'riman  of  EGA  partici¬ 
pated  In  Its  Initial  oonveraations  Mitii  CAIGUS  officials.  Col  Cheaeldine 
and  Lt  Col  Ssith  of  t^e  Civil  Affairs  Division,  who  had  participated  in  the 

negotiations  on  veparatioiis  Batters  in  Washington,  accotnptanied  the  mission 

d6 

as  liaison  officers. 

The  Humphrey  Couaittea  employed  several  American  engineering  firms  to 
review  the  plants  in  varioua  branches  of  industry.  George  Wolf,  President 
of  the  United  States  Steel  Jbqwrt  Corporation,  and  a  group  of  his  associates 
yAio  had  nade  the  earlier  report  on  the  German  Steel  Industry,  were  engaged 
to  investifate  the  steel  plants  under  consideration.  Their  study  included 
a  complete  review  of  the  German  steel  industry.  Ths  Hiaqphrey  Committee  main¬ 
tained  close  contact  not  only  with  OMGUS,  but  also  vith  interested  agencies 
in  Washington.^ 

The  Hungjhrey  Committee  completed  its  report  on  12  January  1949.  Of  the 

381  plants  considered,  the  committee  recommended  the  retention  of  16?  plants 

or  parts  of  plants  in  the  following  categories*  steel  37,  chemicals  35,  non- 

ferrous  metals  7,  and  general  meolianical  engineering  68.  The  214  other  plants, 

87 

the  Committee  indicated,  could  be  released  for  reparations. 

86.  Cables,  D/A  to  CINCEUR,  personal  from  Draper  to  Clay,  WA^  90739  of  12  Oct 
and  WAB  9i098  of  19  Oct  48,  CAD  Rumerical  File,  RG  122,  DRB.  OCHlPlDEIfriAL 

87.  Cable,  D/A  to  a^rUS,  WAR  92731  of  17  Nov  48,  -CAD  Numerical  File,  HG  122, 

DRB.  SECRET 

87.  Report  of  Industrial  Advisory  Coimittee  to  Administrator  HofAsan,  12  Jan  49, 
reprinted  in  Occipatipn  67-73.  This  report  also  gives  the  teios  of  refer¬ 
ence  of  the  hUBpnrey  Toonittee,  which  were  to  "recommend  to  the  Administratoj:' 
idiicb  part,  if  any,  of  said  eq^pment  will  most  effectively  serve  the  purposes" 
of  the  European  Recovery  Progrsm  if  retained  in  Qeinany....  In  arriving  at 
its  conclusions  the  Comnittee  asy  consider  any  factors  which  it  deems 
relavant.” 
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THE  masrrm  aid  BBsmccis  sdosibzss  (na)  issue 

A  qiuftioa  eloMljr  related  to  reparations  removals  was  that  of  placing 
pezaanent  prohibitions  and  restriotions  on  various  German  IzvlaBtrles.  This 
aubjmet  was  dlsswSMd  at  the  Icnaon  CoBfsreuue  of  Fsbruac^-^UQS  194»  that 
laid  the  basis  for  Vest  German  govenawnt.  The  Department  of  State  had  suat- 
mariaed  US  policy  in  a  position  paper  indicating  that  while  nrsnoe  wanted 
permanent  limitations  on  the  German  steel,  machine  tooAs,  tar  distillation, 
dyes  and  explosives  Industries,  the  United  States  had  always  held  that  the 
level  of  .induatx7  plan  merely  set  a  basis  for  reparations  removals.  Ferm^ 
nent  limitations  on  industrial  output  would  weaken  rather  than  strengthen  the 
fabric  of  secuzity.  The  State  Department  oonaidered  that  in  the  long  run  the 
British  and  American  public  would  not  support  sanctions  to  enforce  economic 
limitstlons.  The  Department  wlAed  to  remove  the  prohibitions  of  the  1946 
lavel-of-industry  plan  against  German  aluminum  and  magnesium  production.  It 
also  thought  that  the  French  dismantling  list  would  cause  serious  local  un- 
employment  and  impoverimuuent,  particularly  in  watchmakii^g  areas. 

The  Zondon  Conference  did  not  itself  reach  any  definite  conclusiona  on 
the  question  of  prohibited  and  restricted  industries.  It  did,  however,  re¬ 
quire  the  Ibilted  States,  British  and  French  lUlitary  Governors  to  establish 
a  working  party  for  the  purpose  of  reaching  an  agreed  policy,  vrtiich  began  its 
negotiations  during  the  latter  part  of  Septesiber  194B. 


66,  CosrdinatlCn  of  Soonomio  FoUdes  and  Fractices  between  the  French  Zone 
and  the  Biaonal  Area,  10  Feb  194U»  State  Dept  policy  j;>aper  fwniriied 
to  Dept  of  Anqy  for  meeting  on  17  Feb  1948  VDSiCA  decimal  file  014  Germany, 
EG  122,  DBS.  SBGBET 
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tlm  Clagr  ■ubnLtted  In  advanca  an  itean-bgr-ltem  atatament  of  the  poeltion 
iihleh'  OHBUS  proposed  to  take,  this  ksls  accepted  by  the  Dq;>artment8  of  State 
and  imgr  vith  one  exception!  The  production  of  beryllium,  a  strategic  atomic 
mterlal,  would  hare  to  be  prohibited.  The  instructions  to  Qen  day  eoi^sized 
that  the  limitations  placed  upon  Gematl  industry  would  bo  temporary,  subject  to 
oonflmation  by  a-  peace  treaty.  It  was  suggested  that  the  working  party  avoid 
the  question,  of  plant  dlmoantlings  tdiich  was  already  being  discussed  elsewhere. 

The  US  position  submitted  by  Gen  day  was,  however,  accepted  only  as  an 
Initial  negotiating  position  and  not  necessarily  as  a  final  position.  Since 
the  British  and  French  would  be  acre  iimediately  affected  than  the  United  States 
by  possible  Qennan  rearmament.  Sen  Clay  was  advised  to  use  care  in  presenting 
the  Initial  US  view.  The  fladl  position,  the  cable  indicated,  "should  generally 
be  in  line  with  agreed  Franco-Britleh  position  with  respect  to  particular  pro¬ 
hibited  or  restricted  industries."  It  was  recognized,  however,  that  the 

British  and  French  might  to  some  extent  be  motivated  by  business  rather  than 

89 

security  considerations. 

Preliminary  negotiations  of  the  working  party  Aoved  that  there  was  tripar¬ 
tite  agreement  to  continue  prohibiting  the  manufacture  of  implements  of  war, 
alroraltj  radioactive  materials  and  (with  technical,  differences  in  definition) 
high-ooncentratlon  hydrogen  peroikide  and  high^nttage  electronic  veC.ves.  There 
was  also  agreement  that  steel  production  Aould  be  10.7  million  tons  per  year 
for  the  blsonal  area.  Oki  a  number  of  other  products,  the  British  and  French 
desired  prohibition  or  strict  limitation,  while  the  United  States  was  willing  to 


89.  Cables,  CMQUS  to  0/A,  CC  5595  (»  CH-IH  3892,  Aug  1948),  CSGAD  to  CINCBUB, 
ms  38^7  of  7  Sept  1948,  CAD  numerical  file,  HO  122,  ORB.  SECSEI  (dowxv- 
gradad  fk«m  T8)«  . 
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•ooqpt  Tarjr  bsroad  liaitatlona  or  to  roaovs  tbea  altogothor.  la  general,  the 

French  poaltlon  was  far  acre  restrictive  than  the  British.  The  united  States 

was  alone  in  wLstaing  to  pennlt  aondltionalV  'the  aianufacture  of  cjmthetie 

rubber  and  aiTiitbetic  oil,  to  zeaove  the  liaitation  on  ball  and  roller  bearings 

and  to  penalt  aanufaoture  of  tof  aachine  tools  not  specifically  deslgced  for 

arilitary  aanufaotvtre.  On  iteas  such  as  synthetic  aaaonia,  vanadium,  chlorine, 

tar  distillation  and  dyestuffs,  the  United  States  and  Britain  but  not  France 

90 

were  agreed  in  reaovlng  liaitations. 

Although  Qeneral  Clay  had,  in  the  preceding  months,  defended  the  October 

1947  reparations  list  and  obleoted  to  the  soope  of  retentions  proposed  by  the 

Cabinet  Technical  Oosnisalon,  he  had  never  held  that  the  reparations  program 

imposed  permanent  limltatlona  on  Getman  production.  Furthermore,  the  events 

of  1943  had  shoun  dearly  the  position  of  Western  Germany  in  the  emerging 

war  of  ideologies,  and  the  currenqr  reform  had  revealed  hll^erto  unsuspected 

Gexman  capabilities.  By  September  1948,  Clay  feared  that  the  Working  Party  on 

Prohibited  and  Restricted  Industries  might  nullify  the  2CA  effort  to  save  key 

German  plants  from  dismantling.  To  accept  a  restrictive  British-French  agreed 

view  on  prohibited  and  restricted  Industries,  as  the  Departments  of  State  and 

the  Army  had  suggested,  would  be  "flying  in  face  of  strong  Congressional  Aeslre 
91 

to  rebuild  dermany." 


90.  Cables,  CINCKOR  egd  day  to  D/A  for  Draper,  CC  6030  of  21  Sept  1948,  CC 
6038  of  22  Sept  and  CC  6067  of  25  Sept  1948,  CNQUS  AO  decimal  file  004*03, 
ECSC*  SKSCEI  (downgraded  from  n)* 

91,  Telseon,  D/A  Wa^lngton  (See  of  Defense  Forrestal,  See  of  Anay  Boyall, 
Undersecretuy  of  Any  Draper,  C/S  Gen  Bradley,  et  al)  and  ClffiUS  Berlin 
(Gen  Olay),  TT  1182  of  8  Sept  1948,  OXD  teleoon  file,  RO  122,  I%B*  SBCRBT 
(downgraded  fron  T8). 
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Undorsecretary  Draper  acknowljedged  the  dlfriculty  and  auggested  that 
Qen  dajr  not  depart  serloualy  frua  hie  initial  poaltion  without  checking 
with  Washington#  A#ter  French  and  United  States  "viows  had  been 

compared,  Gen  .Clay  amplified  his  earlier  oominent,  pointj.:ig  out;  that  iiany 
limitations  proposed  by  the  British  and  Francli  were  based  on  the  capacity 
reuaining  in  Germany  after  reparations  retoovals.  It  was  therefore  hard  to 
take  a  position  until  the  reparations  question  had  been  settled.  He  then 
added: 


“Finally,  I  should  point  out  to  you  that  the  very  weak  instructions 
under  which  we  are  negotiating  wLH  inevitably  force  us  to  accept  prohibitions 
and  limitation  idiich  vdU  have  a  most  serious  and  lasting  effect  upon  Gcimn 
potentialities  for  establishing  a  viable  economy.  In  qy  opinion,  they  may 
have  far  greater  lasting  significance  than  the  plant  removals  which  our 
Govextunent  is  now  resisting*  I  sn  afraid  that  those  same  members  of  Congress 
tdio  have  forced  the  reparations  issue  will  quickly  see  the  inconsistency  of 
a  strong  reparations  stand  and  a  weak  attitude  on  limited  and  prohibited  in- 
dustriesy  and  this  may  well  resu].t  in  a  liiter  upset  of  any  decisions  now 
taken.  I  submit  that  ttiis  would  be  worse  in  its  effect  on  our  Allies  than 
for  tie  to  fi£^t  now  for  a  reasonable  middle^ground  compromise.  I  am  not 
questioning  qy  instructions  but  I  feel  you  should  look  carefully  at  this 
eventuality* 

“Ws  should  oo]q>lstely  prohibit  Germany's  production  of  war  equipment 
under. a  rigid  inspection  system  to  insure  compliance.  However,  any  permanent 
restriction  of  other  industries  thus  reducing  the  world  productive  capacity 
is  Inconsistent  with  American  poli<gr  to  increase  productive  capacity. "92 

Qen  Clay  was  then  authorized,  on  an  interim  basis,  to  maintain  his 
origins]  position  and  to  fl|^t  for  a  "reasonable  middlsi-ground  Compromise." 
Washington  then  aslced  Gen  Clay  to  indicate  his  idea  of  such  a  compromise, 

>Mch  be  proceeded  to  do .  As  the  negotiations  continued  in  the  theater, 
there  was  almost  daily  oommunication  between  OUGUS  and  Washington,  guidance 
provided  by  the  latter  being  limited  to  spot  decisions  on  particular  items. 


92.  Cable,  CIHCZrUR  to  D/A  from  Clay  for  Draper,  CC  6070  of  25  Sept  1940,  ClIGUS 
AO  decimal  fils  CC4*Q3y  KCRC*  SECRBT  (downgraded  fb«m  TS). 

93*  D/A  to  CINGEUR,  WAR  91673  of  29  Oct  and  WAR  81460  of  19  Dec  1940,  OIUIS 
AO  decimal  fils  004*03*  KCRC,  SECRiSr  (downgraded  from  TS) 
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had  baan  raaehad 


•xoqpi  ai^j  vidlo  tiikaa.  x«htar  aid  «a,  cUatIim,  djraatuffs*  tar 

A  .  ■  •.  ..  ...  -i-'i  •  ■  .  .  ’• 

dlatiUaittap»  -  uni  dilj»«ilidlng«  Qa  thaaa, 

bapMvar,  tha  hi§0^  4»iau,';iQ|»;|^,|a««aiiar  19sV  Orapar  aotlXlad 

Gan  CAw.^ai;.|i|dyiBNpuiMal>:aif:'i{^^  ihb^et  to  opnoarranoa  oi 

tta-  aayatiay,  InoToHnl  tha  Ibllaidog  prlndpl 

A*  raaonrala  ttmlt  oat  ba  ra- 

aarvad  aqoaa^  for  ataal  pluM  Jtm  bgr  tha  Ihaiphrey  Oonnlttee 


B«  9aa4ri|ir  againat  Qaiaahy  a»k^^Mlfe  'ha-ha1nUlT»d  bgr  total  prohibition 
^  a  nail,  anibar  nf  aoafOieatad  raatrlatlona  which  are 

dlifloalt  anlbi^.  .  ^  j, ■  ■ 

0*  .Ail  iitUM  ab«i(M.  U  preduetloB  and  ransra  eapadl^ 

for  ^  pvoOittldM  of  amAa^  itaW;  radlo-aetlTo  wtarlala,  hTdrogen 

parocida  ahaai  j?  m  oant  oaoeaalxr«iiiah«  aam  and  banrUlm*  Kr&thatle 
rubbar  and  qnedhaU.e  oil  rii|w»aiil  <^.aU  aordb  Pla6har-^pa<di  planta. 

0«  11n^^t^  Stataa  la  praparadj.  if  oaeaaaair  to  roach  aaraaint,  to 
aeoopt  lladta:(4ooa  on  ddpbtdldl&d  antl->friotion  baarings, 

anooiaf  chlnirinf »  ooal  diatlllatM#  cgloln  oarbida,  eoppar,  ainCf  fabricatad 
nonfaxrona  aatala  and  larga  radio  tfanihitt^nA  taboo. 

!•  Zf  ligponlhla  to  obtain  rawbil  of  tha  Uadtatien  on  alantnum  produc¬ 
tion^  tha.Onitad  atatas  would  agraa  to  a  liadt  of  75>000  tona  and  moral  of 
axeaaa  eapaoitgr. 

F.  If  tha  Britlab  Hat  of  prOUbltad  aanhina  toola  could  not  ba  reduced, 
tha  IMtad  Stataa  inQuld  agraa  to  a  pauwdUMi  for  lieanaing  of  production  of  items 
80  listad  hr  tha  lOlitavjr  Saojqritj  B6aML^= 

lha  foUnddS  tha  ^apartlMBt  at  tiM  iMgr  added  that  alnoa  tha  XGi  would 

•  •  t  ■  ■  ■ 

partidpata  ia  fonaalatlng  tha  00  popltlaa  oo  pvobibitad  and  raatriotad  industries, 
it  would  hara  no  imtarost  is  ths  sflaotion  of  pOanta  raprasanting  surplus  to  be 


94.  ftnwrltid  ftaoi  aa^d;  S/A  t0  tSSOMR;  SIOOS  paraonol  to  Oar,  KIR  dl460  of 
W  l)ao  19l4if  ttBBK  AO  Molj|pi4  , W  SSCSOBC  (downgraded  froai  TS), 

••  j-’V  ,  .  t  ’  ,  .  •  • 

£?*?•*  *2»to  qBWSai,  iwt  0/^9  at  19  Dec  1948,  CAD  NWaarloal  file, 

80 12s,  .SSI.  .a^asE 
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At  this  point,  Qen  Clsjr  ixiU.catod  his  desire  to  wash  his  hands  of  the 
entire  natter.  In  a  cahle  of  20  Decenber  19A8  he  eaidt 

own  views  on  prohibited  and  restrioiied  industries  are  too  well 
known. to  Department  for  further  oomieht  to  be  necessary.  Unfortunately  before 
ka  established  present  policy,  I  had  thouj^t  then  the  views  of  our  Oovenment. 
Security  against  Genoany  lies  in  the  Intent  to  enforce  security  and  not  In  artl~ 
fieial  reatrietions  of  Industry  essential  to  nozml  oomoerce. 

"I  have  urged'  that  the  question  of  prohibited  and  restricted  Industries 
be  resolved  at  govomnental  levels  and  not  here  in  Qemany.  Our  present  posi¬ 
tion  is  not  only  embarrassing  to  ny  past  negotiations  but  it  is  one  in  which 
a  lack  of  success  inj.ght  lead  to  accusations  of  lukewarmness.  Therefore,  I 
repeat  and  urge  my  previous  reconiaendaticn  that  this  question  be  remov^  from 
bands  of  the  Hillti^  Governors  cuid  negotiated  at  governmental  level. 

The  Department  of  the  Aruy,  howe'ver,  agreed  td'th  the  Department  of  State 
that  it  would  be  better  for  Gen  Clay  to  oontinue  the  negotiations  In  the  theater 
since  a  change  of  'venue  might  "further  increase  the  tendency  of  the  French  and 
British  for  end-run  actions  on  other  matters."  The  negotiations  continued 
therefore  In  a  dAsul'tory  fashion,  vdth  what  Qen  Clay  described  as  "aliuost  en¬ 
tirely  give  and  'very  little  take,  from  oui  standpoint.’’  Plnally,  during  'the 
first  week  of  Maroh  1949>.  the  entire  subject  was  tranafsrred  to  the  diplomatic 
representatives  of  the  three  powers  in  London,  idio  were  also  reviewing  'the  rep¬ 
arations  question  in  preparation  for  the  Three-Fower  Conference  in  Washington 
In  April  1949.^ 


96.  Cable,  CINCBUR  to  D/A,  Clay  to  SAOUS,  CC  7127  of  20  Dec  1946,  QKGUS  AG 
decimal  fils  004«Q3(  KCKC.  SECRET  (downgrsdsd  from  T3). 

97*  Cablest  D/A  to  CUdUS,  Draper  Personal  to  Clay,  UAK  81775  of  25  Dec  1946, 
SBGBSr  (downgraded  from  TS}|  D/^  to  CZECEUR,  WIB  6|5Q3d  of  4  March. 1949, 
SECRET j.ClRCBaR  to  D/a,  CC7961  of  6  Hurdi  1949,  SECRET;  CKGUS  AS  decimal 
fils  QOI^CQ,  KGBC. 
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SETTLEI'IgZn?  CF  TI!E  DIS  JirilUIK}  iI2)  PRI  ISSUES 
Action  on  Haa>tu-«iJiaBS3l 

After  the  Uuiophrey  CooBiltteQ  hod  turned  in  Its  report,  Administrator 
Hoffiaan  requested  the  Departiamt  of  State  to  obtain  British  and  French  aiiree- 
nent  for  the  retention  of  the  16?  plants  listed  hy  the  coumittec,  indicating 
Uiat  SCA  bad  ns  further  interest  in  plants  not  so  listed.  The  State  Depart? 
r.iont  sent  the  Iltaaplirey  report  on  26  January  to  the  Dritioli  and  French  Ambassa¬ 
dors  ulth  a'recoLEiendation  titat  it  be  accepted.  Alttiou^^i  the  Department  luid 
considered  deferring  action  on  1i;c  plants  not  reco:.ii.:8ndod  for  retention  by  tho 
ilwi^phre;'  Coumlttce  until  Britisli  and  French  reaction  to  tlio  report  cculd  be 
learned,  it  decided  later  to  release  tliose  plants  -without  uniting  for  Sritisix 
end  French  agreement  on  plants  to  be  retained.  Qen  Clay  was  accordingly  in¬ 
structed  to  proceed  vdth  diaaantllng  and  allocation  of  tiie  plants  nor  rocom- 
■onded  for  rotentlon  by  the  I-Iumplirey  Committee,  with  25  per  cent  of  Uxeso 
plants  still  saroarked  for  poosible  future  allocation  to  the  Soviets.  In  the 
oeantise,  txM  report  of  the  Humphrey  Coeauittce  was  kept  secret,  although  por- 
tlons  of  it  "leaked”  and  there  were  deicands  in  Congress  for  its  release.' 

The  XMgotlatlons  on  the  Huophrey  report  were  conducted  in  London.  In 
general,  Aibbassador  Dou^s  attesfited,  as  instructed,  to  obtain  Dritislx  and 
French  agreeijsnt  to  retention  of  tlie  entire  Humphrey  list.  In  February,  hovr- 

erer,  Washington  took  the  initiative  in  releasing  one  of  the  plants,  the 

99 

QoehuDKir  Vereln  Steal  Works. 

9d.  Cables,  D/A  to  CHIGEUR,  UAH  82672  of  12  Jan  and  liAHX  83275  of  26  Jan  1949* 
CAD  nwerlcif^  file,  HG  122,  I^,  SECHEIt  Connression^?  .  g  Feb  1949, 

aipeech  by  Senator  Laager. 

99.  Cable,  CSCAD  Soon  to  OSZIUS,  UARX  63975  of  9  Feb  1949,  CAD  numerical  file, 
RG  122,  DBS.  SEOLiT 
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Tlie  Department  of  State  attempted  to  keep  tlie  questions  of  the 
reparations  list  and  of  prohibited  and  restricted  industries  sepat'ate. 

It  did  not  viish  to  discuss  PRI  until  al'tor  settlenent  of  the  Iluiaphrey 
recomtiendationa.  The  dritisli  and  Frencli,  hoi/evor,  insisted  on  discussing 
reparations  and  PRI  in  combination.  Ambassador  Douglas  finally  v^as  forced 
to  ro comend  that  the  United  Stat-s  give  in*  and  the  Department  of  State 
agreed  tliat  he  night  discuss  PRI  with  Foreign  Ilinisters  Devin  and  Scliujaan 
if  this  would  facilitate  progress  on  i-epai’ations. 

The  Shipbuilding  Controversy 

ileaniAiile  the  Department  of  tlie  ilavy,  vdiich  had  been  supporting  Gen 

Clay's  proposal  to  remove  restrictions  on  civilian  ^ipbid.lding,  suddenly 

reversed  its  position.  If  a  hostile  power  diould  seize  tlestem  Gerjiian;’'*  Wic 

I'lavy  argued,  it  would  use  the  Cton:ian  yards  to  b\d.ld  submarines  and  other 

naval  vessels  to  attack  the  United  States.  The  Department  of  State  concurred 

and  prepared  instructions  for  Aiubassador  Douglas  that  the  Uiiitod  States  wouHd 

agree  to  renvcval  of  seven  large  sliipyards  wliich  right  iH)t  be  replaced,  "'iiiu 

information  ims  cabled  to  Gen  Clay  together  \ri.th  the  news  that  I'opai'ations 

100 

and  prohibited  and  restricted  industries  would  be  discussed  together, 

Gen  Clay  promptly  cabled  back  his  opinion  tliat  ''In  j.ialting  theoo  iyiies 
of  decisions  \/e  arc  placing  into  CoriU.iuniDt  hands."  If  slApyards  could  be 
used  against  tlie  United  Stateo,  so  oorid  all  other  industries}  the  Jritish 
motive  was  fear  of  economic  competition  rather  than  of  military  attacl:. 


100.  Cables,  CSC^  Econ  to  CltlCEUR,  WAR  S5337i  CIIICEUR,  Voorheos  to 

Clas',  W.IR  S5469  of  11  I-Iarch  1949;  CAD  nmiericai  file,  RG  122,  DID. 
SECRET 
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Liiait&tloiia  on  production  idtlch  serloualy  affect  the  ability  of  65  million 
to  lire,  Qen  Clay  etatod,  afford  ho  security  but  sow  aeeds  of  hatred 
and  dietrwe  ubic^  lead  to  war.  It  would  bo  a  bad  bai'cain  to  buy  off  a  few 
XCd  plants  at  the  cost  of  pemanent  shackles  on  the  Oerman  economy.  It  was 
Clay's  hope  that  jkabaasadior  DotuiiLaJiHDuld  concentrate  on  obtaining  mini  ram 
reatrietlobs  rather  than  waTriwiP  plant  retentions. 

Qen  ClCy  added  some  words  on  the  relation  of  ttlQUS  to  the  policy  process  t 

"I  would  to  add  further  that  witli  these  eane  instructions,  we  rilglit 
have  reached  agreei-ient  here.  So  aiiain  and  for  the  fourth  or  fifth  tine. .  .we 
ore  placed  in  a  position  to  have  been  uore  unyielding  than  our  Governtient 
tdilch  of  oouree  mans  that  our  negotiating  poeition  here  is  once  again  under¬ 
mined.  It  seo  a  that  the  instructiona  are^  al;«yt  only  an  interiu  Govem.»nt 
position*  It  has  of  consequence  uade  the  position  of  the  Inorican  1  dlitury 
(Sovemor  here  aluost  an  in^seible  one  for  it  is  xaore  and  vore  apparent  to 
his  oolleaguse  that  he  does  nut  iuve  (3ovami.ient  support. 

"...I  have  no  one  to  send  to  London  fron  here.  In  point  of  fact,  we 
oould  contribute  iiotliing  since  our  vio\fs  havo  already  been  nade  !:no\m  and 
our  represontativo  would  aorve  no  useful  purpose.  Itomally  ^dien  they  do  go 
to  these  oonferenceo  they  are  not  pexnltted  to  attend  the  actual  ticetingo, 

I  preevaas  fron  foar  of  contaiaination."  1^1 

Aesistant  Secretary  of  'Wio  Ars-ii'  Voorheos  ansi/erod  Gori  Cla^'  on  14  .iai'cii 
1949  idth  a  -loesBage  from  Aiabassador  ..urplij'  (iAjo  was  bad:  in  tiie  Ututo  Depart¬ 
ment)  Inlicating  tiiat  the  Qenorai  was  "unduly  disturbed  over  a  teclmical 
position..."  Aiabassador  Dou^^s  had  been  given  tiie  sa-ie  instructions  on 
prohibited  ano  restricted  industrioe  as  don  Glay;  ho  believed  that  progress 
qoHld  be  made  in  this  field  as  well  aa  reparations  vdthout  yielding  the  firm 
United  States  poeition.  On  the  matter  of  sliipbulldlng,  the  United  States 
position  would  be  poooneldered.  The  satw  day,  at  an  interdepartmental  oon- 


10^. 


Cable,  OmcaRm  to  D/A,  dsi'  pereenal  to  Voorhees,  CC  799S  of  12  llarch 
1949,  OBUa  AG  declnal  file  004.03,  KCRC.  SSCSUT  Cdowngraded  from  TS). 
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farencfl,  a  coiqjroznlse  policy  on  Upbuilding  was  adopted  vdiich  made  it 

possible  for  Gemany  to  acquire  and  oi^rate  ocean-going  vessels  and  Wiidi 

102 

left  Intact  the  residual  Installations  of  dlauantled  shipyards. 

The  Aflwemente  of  April  19it9  and  Later  Updifi  cations 

By  the  beginning  of  April  1949>  agre-^ent  had  been  reached  in  London 
both  on  the  revised  reparations  list  and  on  prohibited  and  restricted  in- 
dustrles.  These  agreements  were  announced  from  V/ashington  on  13  April  1949 
during  the  Tripartite  CJonference  of  Foreign  llinisters.  In  the  field  of  repara- 
tlonSj  the  three  powers  had  agreed  to  retain  in  Germany  1^9  of  the  16?  plants 
recommended  for  retention  by  the  Industrial  Advisory  Committee  (!Iur.iphrey  Com¬ 
mittee}.  The  agreement  on  prohibited  and  restricted  industries  represented 
a  oon^awniao  between  the  views  of  the  ocoupjlns  powers.  Production  of  sjti- 
thetic  rubber  and  (except  for  a  tenporarj"  period)  of  ci^ntaetlo  oil  products 
was  prohibited,  and  liuitatiojis  were  placed  on  alu;.iinuj.i,  ball  boarin.;s,  ar.i- 
i.xinia,  clilorine  and  styrene.  There  >/as,  ho\;ever,  a  si.iall  increase  in  the  per- 
nittod  production  of  stool,  ;ind  the  rustrictiotij  of  jiatfiine  tool  nanufactin’o 
and  sliipbuilding  woro  lass  strict  tiian  the  ;Jritish  and  French  had  desired. 

It  was  also  agreed  tliat  if  no  peace  settlement  idtli  Gorj/nn;''  slioitld  have  been 

■  .  103 

concluded  by  30  June  1952,  the  lij.d.tationo  vKiuld  be  roviuv/ed  at  tliat  tii.ie. 


102.  Cables  D/A  to  JIIIClit'E,  Voorheos  to  Clay,  UAll  G5524  of  14  loirch  1949i 
D/A  to  ClliCiiUIl,  V/AS  85628  of  16  Ihrcii  1949;  CAD  numerical  file,  UG  122, 
DRd.  SECRLT 

103.  US/UK/Frendi  Aglreeinent  on  Revised  Gotn;ian  Ileparation  Prognaj-i,  Press  State¬ 
ment  of  13  April  1949;  U5/UK/Pron_Gh  AiJ'-anent  on  Proliibited  and  Limited 
Industries  of  13  April  1949;  Stor/  in  Docuiuonts.  "425-426  and  366-371 
respectively. 
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The  announeenente  of  13  April  1949  settled  tooat  of  the  reparations 
and  level-of-lndustry  problem  but  not  quite  all.  The  eij^t  plants  v/hich 
had  been  marked  for  dismantling  despite  the  recommendations  of  the  liuiqplarey 
Oonnittoe  were  of  major  importance.  Five  of  these  plants  were  amonc  the 
largest  steel  foundries  of  the  Ruhr^  and  the  three  others  produced  chemicals 
important  for  a  number  of  industries.  According  to  Oeniian  estimates^  the 
steel  plants  to  be  dismantled  represented  two-tliirds  of  tne  capacity  recom¬ 
mended  for  retention  by  the  Humphrey  CoEiiittee  and  85  por  cent  of  tlie  plant 
value  on  the  original  dismantling  list.^^^ 

Tlie  manner  In  which  the  British  conducted  the  dismantlings  of  the 
plants  in  their  zone  also  suggested  tliat  they  wei-e  luoi  e  intereuLod  in  desti'oy- 
ing  productive  capacity  tlian  in  preserving  the  i-achines  for  re-installation 
elsewhere ,  A  new  wave  of  pressui’e  for  further  modification  of  tlie  disr.iantl- 
ing  prograia  attaacted  considerable  support  in  Congress.  After  the  Senate 
Appropriation  Act  calling  for  a  nevf  review  of  dismantlings,  the  Department 

of  the  Array  cabled  OlIGUS  to  suspend  dismantling  in  the  US  Zone  pending  further 
105 

developments. 

During  the  remaining  days  of  llilitary  CSoverniaent  there  was  no  further 
formal  modification  of  policies  on  dismantling  and  the  level  of  industry 
in  Germany.  In  tiie  fall,  however,  sJ!ter  the  West  Geriiian  Govemnent  had  been 
installed  and  OilGUS  had  {^ven  way  to  IlICOG  (Office  of  the  U.S.High  Coramis- 
sipner  in  Germany),  Congressional  pressure  combined  with  the  appeals  of  the 


104.  Joan  S.  Crane,  Diam^tllnas  in  the  Ruhr.  Report  to  Representative 
St.  George,  July  1949  (lOxwographed)  pp,  7»*S. 

105.  Ibid.,  pp.  19,  34t  Cable,  f rom  D/A  to  OSIQUS,  Voorhees  to  Hayes,  WAR 
91557  of  16  July  1949«  Frankfurt  Hilltsry  Post  Cable  and  Telecon  file, 
KCRC. 
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new  Genuan  Chanoellor  Adenaviar  resulted  in  a  re-opening  o£  the  question. 

An  agbeeoent  of  24  lioveaber  1949*  reached  vdth  the  Chanoellor  of  the  Qeznan 
Federal  Republle  bgr  the  three  Higii  CoimaiMsionors  i^n  the  instruction  of  the 
respective  Foreign  lliniatert*  penoittod  the  retention  of  eight  oajor  steel 
plants  and  eleven  a^mthetlc  oil  axA  rub'oer  plants^  insofar  as  they  had  not 
already  been  disuantled*  The  agreement  also  relaxed  considorably  the  restric¬ 
tions  on  shipbuilding  and  provided  that  Oeroany  would  Join  the  council  of  the 

106 

OEZSC  and  the  International  Authority  for  the  Rvihr. 


106.  Il>dificution  of  Hianontllng  in  Geruanyt  Agreement  I3etween  the 
United  Statesj  United  Kingdom,  France  and  Federeil  Republic  of 
Oenaony,  24  Ilovember  1949,  De^e  1010-1012. 
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FINAL  mSES  OF  1-UJOR  FOUCI 

THE  CUHRENCI  KEFQBH 

The  ourraney  refom  of  Jtme  19A8  was  the  key  tftileh  vuilocked  the  latent 
foroas  of  raoorary  in  litostexn  Gertoa^r.  Slnco  this  refom  belongs  historically 
to  the  final  phases  of  military  goTsmiasnt  policy,  it  has  been  left  to  this 
chapter*  It  is  necessary,  however,  to  drop  back  to  194^,  at  which  time  the 
US  Ooveranent  adopted  a  definite  policy  on  Qerman  fiscal  reorganisation* 

This  survey  is,  of  oouraa.  United  chiefly  to  the  Washington-QtlQUS  phase  of 
the  deoisionHMking  process. 


It  will  ba  raoscdMrad  that  on  21  August  1946  the  Secretaries  of  State, 
War  and  Navy  had  approved  the  Cola-Dodge’-Goldamith  Flan  as  US  policy  for 
negotiation  in  the  Control  Council.  The  philosophy  of  the  plan  was  later 
incorporated  in  the  financial  provisions  of  JCS  1779  of  11  July  1947,  as 
follows t 


"19*  Finance 

'!  a.  lour  government  views  the  reorganization  of  Qcruan  finances  on 
a  sound  basis  and  the  attainamt  of  financial  stability  in  Qeriuany  as  among 
the  main  factors  essential  to  German  economic  recovery  along  democratic  and 
peaceful  lines*  To  that  end,  you  will  endeavor  to  have  the  Control  Council 
adopt  uniform  financial  policies  in  conformity  with  •  *  •  this  Directive* 

"  b*  (3)  you  will  take  such  action  as  may  be  necessary  to  prevent 
the  establishment  of  a  centralized  German  banking  system  and  an  \indue  conr 
centration  of  financial  power,  but  will  encourage  the  establishment  of  a 
central  authority  for  the  production.  Issuance  and  control  of  currency  and 
for  technical  banking  supervision.  You  will  also  encourage  the  Germans  to 
reestablish  nomal  banking  facilities  within  the  limitation  preecrlbed  above 
and  within  the  present  blocking  of  assets  and  accounts  under  llilltary  Govern¬ 
ment  Law  Ho*  92} 
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(4)  /ott  will  ua«  th«  r*aouro«a  of  th«  Ooman  •oononer  to  the 
BiaadiBiMW  ttctont  posaibl*  In  ordar  to  rodueo  oigpoiiAlturos  ipproo 
prlatod  Atndi  of  jour  gororanMita  •  •  . 

1! 

"0.  Xou  lidll  pros*  for  tbo  adqptlpn  bgr  tho  Control  Cowell  of  • 
program  for  flnanolal  rafom  iltloh  prorldoa  for  a  aubatantlal  and  appro¬ 
priate  roduetion  li}  outeteading  ourrenogr  and  aonetaiy  daloa^ 
publlo  and  private  debt}  for  the  eijultable  aharing  of  the  ooata  of  var 
and  defeat}  and  for  aneUlaiy  Baeaurea  Including  adjuatnenta  in  the  wage- 
prloe  atxveture  neeeaaar/  to  the  reateimtlpn  of  balanoe  between  the  finan¬ 
cial  atruoture  and  the  aoonoole  realltlea*^ 

The  Coln>Oodgemoldadth  plan  Iteelf  had  three  major  featureat  reduction 
of  ourrencQT  and  nonetaiy  olaima  on  a  104  baale,  equitable  dlatrlbution 
of  war  loaaea  throu}^  an  equaliaatlon  fund  and  a  progreaalve  capital  levy. 

During  the  fall  of  194^,  US  propoaala  baaed  on  the  CoXn-Oodge-Oold- 
■lith  Plan  enoowtered  oonalotenb  oppoaitlon  on  all  levela  In  the  Control 
CowoU.  Olreotor  Jack  Bennett  of  the  CHOUS  Pinanoa  Dlvlaion  reported  to 
Gen  Clay  in  Ifovnber  1946  thati 

^Quadrlpartite-wlae,  the  paper  DFIN/nwoo  (46)  I6l  (reviaed}, 
looking  to  a  reorganisation  of  the  German  banking  eyatem  and  the  eatabllah- 
ment  of  the  Central  Bank  or  Central  Banking  Board  for  the  whole  of  Genaaiw 
met  with  auoh  oppoaitlon  In  both  the  Coordinating  Qomnlttee  and  the  Control 
Cowell  that  tlie  paper  haa  bew  refaxred  to  the  Allied  QovernnentB«" 

VlhUa  there  was  general  agreauant  on  a  10-1  raduotlon  of  ourrenoy  and  olaima, 

the  three  other  oaoiq)ylng.  powera  ell  oppoaed  the  US  plan  to  laaua  certifi- 

oatea  ajalnat  tha  equalisation  fund  for  the  9(9(  reduction.  The  other  powers 


1,  Directive  to  Qoiaaandei^in-Chlef  of  the.  United  Statea  Forces  of  Oocwa- 
tion,  JOS  1779#  U  July  47»  reprinted  in  Decade  552-62}  Story  in  Doaiw 
llUtl  33-41}  and  Occunat^on  91-^*  See  also  fliapter  6,  "Ado^Ioii  of  a 
Currency  2efom  PoUoyO, 
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agreed  vdth  the  uortgage  feature  of  tiie  plan  to  raise  revenuej  but  the 
USSB  and  FTanoe  oppoaed  use  of  the  equalisation  fund  to  pajr  war  losses 
such  as  botnb  damage*^ 

i  point  at  issue  with  the  Soviet  Union  was  tdiether  the  new  ourrenojr 
should  be  printed  centrall/  tmder  quadripartite  control  or  in  each  zone 
under  the  supervision  of  the  respective  oosmanders.  In  the  Finance 
Directorate  meeting  of  11  Deoeobar  1946,  according  to  Bennett i 

.  It  was  again  made  clear  that  Uie  US,  British  and  French 
delegates  were  not  disposed  to  accept  decentralised  printing  of  a  new 
oonaon  currency.  The  Soviet  delegate  stated  that  he  was  leaving  within 
a  few  days  to  consult  with  his  government,  and  hoped  to  return  with  a 
satisfactory  proposal  on  this  point.  He  gave  the  impression  that  he  per¬ 
sonally  reco^ssd  the  validity  of  some  of  our  arguments.  He  is  expected 
to  return  by  1  January  1947*“ 

The  meeting  agreed,  hofwever,  that  the  old  Reich  debt  ehould  be  cancelled. 
A  new  debt  would  be  Issued  to  financial  instltutione  at  the  reduced  rate 
of  10-1,  and  private  holdere  of  Reich  securities  would  be  given  claims  to 
war  loss  .eq\udization«  Tentative  agreeijent  was  also  reached  on  a  fonoula 
for  treatment  of  private  dsbt.^ 


l-Iemorandum,  Jack  Dennett,  Director,  (HiUS  Finance  Division,  to  Chief 
of  Staff,  WUS,  6  Nov  4o,  with  nine  enclosures,  including  memorandum 
of  4  Nov  46,  subjects  Banking,  Ciun'eney,  Insurance,  Financial  Denazi¬ 
fication  atid  'Statietles  and  Research,  and  memorandum  of  6  Nov  46,  subject 
Colm-Dodcs-Ooldsmlth  Plan;  GHGUS  AG  Decimal  File  100,  Finance  and  Account 
Ing,  Germany,  KCRC.  (XR^FIDENTIAL. 

Hemorandum,  Jack  Bennet,  Director  of  OMGUS  Finance  Division,  to  Gen 
Clay,  24  Dec  46;  Gl-iOUS  M  Decimal  File  100,  Finance  and  Accounting, 
Germ^,  KCRC.  SECBET 
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ratvminit  ftroa  Mbmow,  th«  8oTl«t  daltgat*  propoMd  in  th« 
Flmne*  DiraetoMt*  la  Jaxniuy  1947  that  at  laaat  part  of  tha  nav  our- 
ranegr  ba  pclatad  at  lalpal^  la  tha  Saaiat  Zona,  vlth  quadripartlta  ooa- 
trol  taar  all  aatabliitaaDta  prlatlag  eorranagr.  Nhila  tha  Brltlah  aal 
rraaeh  rapraaaatatlaaa  agraad,  tha  D8  daiagata  said  it  wuld  ba  naoaaaary 
to  eonaidar  at  tha*  naxt  naatlag  abather  ganulna  quadripartlta  control  of 
tha  printing  aatahliofaMnta  oould  ba  so  orgsnlaad*^ 

Sinos  tha  aeoxie^f  la  Vastam  Qaraaogr  aas  tagr  no  naans  as  tightly 
eontrellad  as  that  in  tha  Sovlat  Zona,  tha  prassura  was  on  tha  Wast  rathar 
than  tha  Sovlat  ttoion  to  acoapt  a  ooaproniaa  proposal  for  oturan^  rafoxn, 
unsatisfactory  thdugh  It  night  ba.  Qan  Clay  oablad  to  Washington  for  ad- 
vloa,  stating  In  parti 

"In  tLsw  of  our  unwlllingnasa  to  aocMt  this  proposal  /tor 
Sovlat  Zona  pidnting  with  saparata  plataj^teviat  raprasantatlvas 
havo  now  offarad  us  a  eoaprt^sa  to  plaoa  tha  poroposad  printing 
In  Zalpslg  undar  a  quadripartlta  oaonlttaa  ooaposad  of  ona  rapra- 
aantatlva  of  aadi  of  tha  oooupylng  powars.  In  thaorjr  it  Is  diffi¬ 
cult  to  srgus  against  this  proposal  as  printing  in  Laipslg  would 
siupUfy  and  aapadlta  ths  antlra  printing  problan.  Howovar,  our 
axparlanea  with  AlUad  oilitazy  narks  oakas  aa  doubt  tha  advisabil¬ 
ity  of  aooapting  Sovlat  proposal.  In  ipita  of  AlUsd  Control  Council 
agraansnts  wa  hava  navar  raeaivsd  any  l^onnation  as  to  tha  total 
aaount  of  lUlad  nilltaiy  narks  printed  and/or  issued  In  tha  Soviet 
Zona.  Of  ooursa  tha  qua^partita  oonnittaa  oould  not  back  check 
tha  printing  of  nonay  in  Lalpsig,  although  unquastlondiy  its 
prasanca  In  Lalpaig  would  tend  to  oaintain  agrasmsnt  in  good  faith. 

"Hjr  understanding  is  that  tha  British  and  French  are  prepared 
to  aeoapt  tha  Soviet  ooaproniaa.  If  I  do  so,  it  would  ba  in  tha 
intarasts  .of  hanoony  and  the  hope  that  it  would  work  out  rathar 
tluui  in  any  real  oonfidanoa  that  would  not  dsvalop  dlffieultias 
later.  Please  consult  tha  State  Dapartaant  and  advise  oe  as  quick¬ 
ly  aa  possibla  if  State  and  War  Dapartasnts  hava  flasd  views  on 
this  question.  Since  we  auat  delay  taking  a  final  position  until 
we  hear  froa  you,  a  prompt  anawer  is  requested." 


#.  Cable,  USFQIUD  Berlin  to  Sac  of  State,  109  of  11  Jah  47»  WDSGi 
DaeiBiLL  File  1B3,  DRB*  8BCRII 
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m  Wuhington,  th«  CItU  Affairs  Division  requested  the  Aeslstant 
Secretary  of  State  for  Qcoupied  Areas  to  furnish  the  State  Depart- 
menlh  views  as  a  mtter  of  urgent* 

The  onsNsr  to  Qen  dsgr  was  deeided  at  a  high-level  meeting  of 
State,  Treasuiy  and  War  Department  officials  on  22  January  1947  and 
cabled  two  days  later,  as  foUowst 

.  conclusion  reached  here  acoeptance  of  Soviet  coepro- 
oises  proposal  for  printing  in  Lelpaig  under  supervision  quadrl- 
paHlte  oonsittee  highly  inadvisable.  Full  agreement  here  with 
your  apparent  view  that  supervision  of  oomnittea  of ftur  persons 
ooxild  be  easily  made  Ineffeotivs  and  illusory.  Advantage  of 
expediting  printing  would  not  oonpensate  for  dangers  Inherent  in 
Soviet  proposal.  Experience  with  ourrenq^  printing  here  indicates 
detailed  safeguards  neoessary  to  prevent  unauthorltsd  printing 
and  isisase  of  plates.  AdsquAta  oontrols  oould  be  maintained  only 
if  printing  oonflaed  to  one  establishment,  in  this  case  Reichs- 
drudcerel.  Assume  printing  at  Reibbsdruokeri  in  Aasrican  sector 
of  Berlin  will  be  under  direct  supervision  Fixunce  Direotorate  and 
with  agreed  detailed  safeguards  calculated  to  inspire  confidence 
of  occupying  authorities  all  four  powere. 

"If  you  with  expert  advice  on  safeguards  neeessaxy  to  fully 
controlled  pzlnting,  Treasury  willin|  to  send  you  expert  on  this 
subject  for  limitad  period  of  tiue."» 

In  accordance  vdth  these  inatruotions,  the  US  delegate  stated  in  the 
Finance  Directorate  on  29  January  that  he  was  without  instructions  to  dis- 
cuse  the  printing  of  currency  for  Germany  in  any  place  other  than  the  State 
Printing  Office  in  Berlin.  This  office,  althou^  phyaically  located  in 
the  United  States  Sector  of  Berlin,  would  be  placed  under  strict  quadri¬ 
partite  control.  The  US  delegate  wae  "anxloua  to  consider  with  hie  col¬ 
leagues  the  working  out  of  any  eontro).a  .  .  .  that  would  bs  adequate  in 


#.  Cable,  acus  to  CC  7679  of  15  Jan  47;  Ltr,  Brig  Gen  George  F. 
Sohulgen,  Acting  CMef ,  CAD,  to  Asst  Sec  of  State  J.  H.  HlUdring, 
17  Jan  47;  WDSa  Decimal  File  123»  DRB.  SECRET 

Cable,  EDSCA  EC  to  (»3GUS,  TMRX  90496  of  24  Jan  47«  CAD  Riawrical 
File,  RO  122,  DRB.  SECRET 

X-5 

SECIEf 


Chapt  10 


th«  mind*  of  th*  four  dalogatea* 


No  daoialon  waa  roaohad  In  ths  Financa  Directorate,  and  from 
than  until  tb*  tSoaoow  Oonfermoe  of  th*  Council  of  Foreign  liinlaters, 
the  Control  Council  uade  no  |>rogreao  whataoever.  Hie  Quadrlpai^ta 
Report  to  the  Cm  atated  that  "ill  delegatlone  are  agreed  that  finan¬ 
cial  refona  ahall  be  effected  throu^iout  Genaonjr  aa  aoon  as  possible," 
but  there  was  no  agreousnt  how  tlie  roforu  eliould  bo  e:K3Cuted.  Hie 
report  of  tiie  Deputy  Foi'oign  ministers  to  the  CPII  sli:pl^'  listod  finon- 

A 

dal  reforu  aa  "not  agreed". 

Siarly  In  Iprll  1947«  i^iile  tlie  CFII  v/as  still  in  session,  the 
Dritisli  Shbasagr  in  Wasliington  requested  tiiat  tlia  United  Statos  dianga 
its  poaltlon  80  aa  to  accept  the  Soviet  proposal  to  print  part  of  the 
currency  at  Lelpaig  under  four-power  supervlalon.  Sven  if  all  precau- 
tlona  were  talcen,  the  Dritlsh  argued,  there  was  still  need  for  confi¬ 
dence  and  good  faith.  The  printing  of  notes  for  currency  reform  re¬ 
mained  urgent.  Purthenoore,  the  -Soviet  Union  could*  drcuuvent  any  eon- 
troli  by  counterfeiting  the  nev/  currency  in  Leipzig.  The  Oermans  had 
uaed  the  facilltlea  there  to  counterfeit  Britlah  bank  notes  euecesefuUy 
duping  tha  war.  The  main  la sue,  the  British  concluded,  ms  quadripar- 
tit*  control  over  the  iseuanoc  of  notes,  which  th*  Sovltt  Union  v«s  ready 
to  accept.  Th*  pepartment  of  State,  nevertheless  inlic£(ted  that  it  would 


/,  Cable,  aiOUS  to  UD,  GC  7d9d  of  1  Feb  47*  WDSCA  DeoUaal  File  123* 
DRB.  aSGffiST 


47,  Report  from  th*  Daputisa  to  the  Council  of  Foreiga  lliniatere, 
aaraw^ptad  ill  DQoasanta’on  Unity  35. 
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ixtfora  the  Britleh  that  the  US  poeltlon  bad  not  changed  and  would  not 

he  reoonaldered  unleas  developoenta  in  the  cm  ehould  make  reoonaidera- 
Sjtt 

tlon  dealrable*  The  meeting  of  the  Oouacil  of  Foreign  Hlnlatera,  how¬ 
ever,  yielded  no  reaulta  in  the  field  of  financial  reform* 

In  May  1947  the  British  and  Frendti  repreaentatives  in  the  Control 
Council  agreed  to  aeeept  the  Soviet  proposal  to  print  currency  both  in 
Berlin  and  in  Lalpelg  under  quadripartite  controls.  A  ootppromise  pro¬ 
posal  by  Gen  day  to  remove  tlie  Berlin  Printing  Office  from  Ihe  US  sector 
and  place  it  directly  under  the  Allied  Control  Comeil  was  rejected  by  the 
Soviet  representative.  The  members  of  the  Control  Council  agreed  to  seek 
further  inetruetlone  ftom  their  govemments.  In  doing  so,  Gen  Clay  statedt 

"I  have  the  sane  misgivings  vdth  respect  to  the  acceptance 
of  tlie  Soviet  proposal  as  expressed  in  previous  I'eports. 

However,  we  are  now  placed  in  a  position  of  being  tlie  only 
power  in  disagreement.  Obviousl;'’  we  should  proceed  to  print 
now  currency  at  tlie  earliest  possible  date  to  liave  it  ready 
if  and  when  we  ai-e  able  to  agree  on  a  currency  reform  program. 

There  Is  still  much  doubt  as  to  our  ability  to  reach  such  an 
agpreeaent  so  that  the  urgency  in  printing  a  new  currency  my 
be  less  real  than  appears  on  the  surface.  However,  in  spite 
of  Biy  misgivings,  I  am  willing  to  take  a  chance  on  our  ability 
to  control  printing  of  new  currency  with  plates  in  Soviet  hands, 
in  the  interests  of  unanimity. 

T(ie  War  and  State  Departments,  however,  considered  the  risk  of  sending 
the  currency  plates  into  the  Soviet  Zone  too  groat.  Washington  anxiety  was 


^  Caalb,  Sec  of  State  signed  Acheoon  to  A^iorican  Embassy,  Ilbscow,  S14 
of!|.i.pr  47,  VIDSCA  Decimal  File  123,  UH3.  Tids  message  v/as  not  sent 
to  0!I>US  tlirouf^i  War  Dopartment  channels  until  22  Apr  47i  vAien  it 
was  repeated  as  XADX  96600.  SESCRMT 

VI.  Cable,  cmCEUR  to  VJD,  CC  9110  of  10  Ikiy  47,  '®)SCA  Decimal  File  123, 
DHB.  .  SECR23T 
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IncTMMd  bgr  th«  ftilur*  of  ftitoMpto  nodo  In  Kijr  and  Juim  1%7  to  find 
out  how  fiianjr  Alllad  military  naxka  tha  Sevlota  had  printed  with  tbo 
platea  gLran  them  la  Qan  day  waa  not  authorliad  to  agraa  to 

tha  SoTlat  piopoaali  and  tha  mattar  of  printing  new  ourrenoy  ranalnad 
daadlookad  throughout  1947*  / 

Imtar  In  tha  year  ruaora  began  droulatln^  that  the  Soviet  liLlitary 
Adnlnlatration  waa  printing  new  eurranegr  eeeretly  In  Lalpzlg.  It  wha 
naoeaaai^'  to  have  a  aupply  of  eurrenoy  to  be  placed  In  circulation  prompt¬ 
ly  In  Waatam  Qeroany  If  the  Sovleta  ahould  undertake  a  unilateral  cur¬ 
rency  refom.  At  tha  requeet  of  Gen  CIay>  who  had  oonaultad  with  Qen 
Sobartaon,  new  ourrenoy  waa  printed  by  the  US  Dureau  of  Sngraving  anl 
Prlntlngj  and  aeeretly  ahlpped  to  Gemai^  and  stored  In  Frankfurt  before 
the  end  of  1947*'  ^ 

A  aeries  of  pointed  (juastloiw  aalced  by  Representative  Fronola  Case^ 
CSMlxman  of  tha  Kerter  Subooaaittoe  on  G!eiuany>  in  D.eoonber  1947  Indloated 
tiie  gro>Jin{;  foaling  In  Congreoa  that  Qexuan  currency  reform  had  been  de¬ 
layed  too  long  and  tliat  bizonal  reforu  should  oo  undertalcen  in  default  of 
vdder  agreement. 


1.  llaiiiorandwi,  Civil  Affaire  Dlvlalon,  currency  printing  orders,  26  l!ay  47; 
Cable  (XIGUS  to  A(J./AR,  CC  9602  of  26  Jun  47,  >0)304  Deoljnal  File  123, 

ORB.  SBGRSr 

2,  Ltr.  IjkJ  Gen  Daniel  lloco,  Cilef  CAD  to  Director.  Alvin  VT.  ?Iall,  Director 
of  Dureau  of  PrintLig  and  Shgraving,  13  llov  47,  VS)SCA  Deoimal  File  123, 
DRBf  Deoiaion  211* 

3*  Ltr.  Repreoentatlve  Franoia  Caao  to  Undersecretary  of  ttie  Azxy  H. 
Draper,  Jr.,  1  Dec  47,  AO  Deoioal  File  091  Gen.iany,  DK3. 
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Th«  Final  Attuut  to  Achlw  Four^ower  Currency  Refonn 

Altboug)!  l9gr  tht  end  of  1947  Forsi^  lUnister  3idault  had  lixUcatad 
that  Fraaoa  vnuld  now  accept  triaonal  fualon  and  eurrenc/  reforaif  liarahall 
and  BeYln  directed  a  final  effort  In  the  Oontrol  Council  to  achieve  four- 
power  currency  reforu.  If  it  failed,  the  refori,!  would  be  carried  out  in 
the  bizonal  area.  At  the  London  CFl-i  in  Deceubor,  I-Iarshall  denied  I'blotov's 
charge  that  the  United  States  had  decided  to  Issue  new  currency  for  its 
zone,  repeating  the  US  wisli  for  the  aai'liost  financial  refona  for  all  zones. 

QtIQUS  was  instructed  to  ansv/er  questions  on  currency  printing  with  "no 

lA 

ooaniant". 

Secretary  Marshall  and  Qen  Cloy  v/orkad  out  pe:^>8onally'’  the  plans  for 
prosentins  the  final  US  proposal  for  four-power  currency  refor«;  in  the 
Control  Council.  Details  wox'e  ooi  xaunicated  to  the  Departoant  of  the 
at  its  request.  The  proposal,  introduced  by  Gen  Cloy  on  20  January  1948, 
provided  for  the  issuance  of  now  cxirrenc^,  cancellation  of  Uie  Reicli  debt 
and  distribution  of  the  currency  under  an  Allied  currency  comission.  Noatteiapt 
was  made  to  deal  vdth  the  collateral  probleus  of  taxes  and  equalization  of 
losses. 

The  Departiuent  of  the  Ar;.iy  expressed  the  fear  tliat  the  Soviet  Union 
miglit  attaiapt  to  thwart  vfestem  currency  refori;i  by  acreeing  to  print  tlie 
currency  in  Berlin  alone,  whicii  xiould  require  some  nionths,  then  refusing 
to  reach  agreeiaant  on  conditions  of  issue  and  related  questions.  Gen  Clay 

1|,  Cable,  d/a  to  Cinceur,  Draper  personal  to  Clay,  Vf-92S27  of  22  Dee  47, 

Ot-IOUS  AG  Deelsial  File  003  Currency  Reform,  KCRC.  SEQ^  (downgraded 
from  TS.  )•  gsd^siog  211. 
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agre«d  that  thla  me  a  risk,  but  felt  that  It  was  a  neeeesary  and  oalcu* 
lated  one*  In  the  Daantlai«  Qen  day  added,  oonelderable  advanM  woric 

had  been  done  on  a  West  Qensan  refona  and  teattMork  vdth  the  Qrlti^  had 

2M 

already  begun*  The  Departoent  replied  with  the  suggestion  that  West 
German  curren<7  reform  be  puslied  and  tliat  details  be  transoltted  to 
Washington  for  oonnent  and  for  the  information  of  the  National  Advisory 

Council.  There  was  no  intention,  however,  to  transfer  the  discussion  to 

Adi* 

the  governmental  level*  Vftdle  the  final  Western  proposal  for  an  all- 
German  current  rafon.i  v/as  being  discussed  in  the  Allied  Control  Authority, 
that  body  was  in  its  death  throes.  Qen  Clay  deocribos  graphically  the 
ston^  meetings  of  tiie  Control  Council  in  late  January  and  February  194C. 

On  20  January,  the  day  on  wlilch  Gen  Clay  introduced  the  U3  currency  refona 
proposal,  he  and  Gen  liobertson  also  aniaounced  the  final  reorgai;ization  of 
the  bizonal  econotilc  or^aue.  Ttiis  provoked  a  bitter  attack  from  Ijirslaall 
Sokolovsky*  "Under  pretense  of  reorganizing  tho  bizonal  economic  agency, 
the  US  ai'td  Jritish  authoi'ltles  .  .  .  -have  couLienced  oetablishiiig  a  separatist 
government..."  At  tho  11  Fobruarj'  meeting,  Gen  uobertson  replied  to  a 
Soviet  paper  diargirig  tl.o  Wester.  govGnt.ientG  vd.th  deliberate  failure  to 


1^*  Cables,  d/a  to  04*103,  iJk  uf  lA  Jon^  Jli.Cliil/.i  to  D/A  for  CS34JJ, 

CC  2077  15  vStt  OIGIS  AG  Decimal  File,  003  cv.ivc;'.cy 'rafon.i,  KCT.O. 
SlQiGT  (do’.m:?T.(ied  fro;  T3) 

fe.  Cables,  CCrCEUR  signed  Clay  to  D/A  for  CSCAD,  CC  3095  of  5  Feb  4S; 
D/A  from  CSCAD  to  ClilCSUl,  W.AT2  935  69  of  9  Fob  i*fi}  OIIGUS  AG  Deoiiial 
File,  003  currency  reform,  KOIC.  SISCDIST  (dovnigraded  from  TS) 
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dflHllltarls*  by  atylngi  *I  aay  mU.  mke  it  clear  that  the  UK  dele- 
gatlen  la  not  prapared  to  dlscoes  any  paper  which  ccaaienoee  id.th  a  etrlng 
of  nnjuatlflad  allegations  against  Its  goremnent  and*  •  *  its  dtliens**^ 

On  29  February  19U8  Uen  Clay  outlined  for  Underseoretary  of  the  Amy 
Draper  the  plans  being  developed  for  Vestem  flxtanclal  reform*  As  recosH 
mended  in  the  Celja-Dodge-Coldsmlth  Report,  a  new  currency  named  Deutsche 
Maidc  would  be  Issued  at  the  ratio  of  one  for  each  ten  Relehsaarlcs  turned 
In.  An  additional  20!(  of  Reichsmarks  would  be  blocked  for  possible  addi¬ 
tional  conversion,  the  remaining  70j{  being  cancelled.  The  conversion 
would  be  modified  by  head  quotas  of  25  Deutsche  Marks  per  enployee  for 
finis  and  250  DM  per  head  of  family  with  100  DM  for  each  dependent.  There 
would  be  special  war  gains  and  reconstruction  taxes  to  be  paid  in  install¬ 
ments,  but  certain  existing  taxes  would  be  modified  because  of  their  de¬ 
flationary  effects.  The  Reich  debt  would  be  cancelled  and  replaced  by 
sufficient  debt  of  the  Laender  to  make  financial  institutions  solvent* 
Finally,  a  uniform  exchange  rate  of  30^  per  mark  would  be  established 
for  exports  except  coal  and  imports  except  food* 

OHGiUS  further  proposed  to  work  closely  with  a  new  Qeman  committee 
on  financial  reform  established  by  the  Eoonomic  Council*  This  Consilttee 
had  developed  its  own  equalization  achene  idilch  was  favored  by  the  British 
but  not  by  OCUS*^ 

1*  Deoielon,  31(9-53* 

2*  Cable,  CINCEUR  to  D/A,  for  Drapor  personal  from  Clay,  CC  3335  of 
29  Feb,  ONCUS  AO  Decimal  ^le  003  eurreney  rafom,  KCRC.  SECRET 
(downgraded  from  TS) 
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Xw  the  MintlMi  tb*  FloKict  DLiraotont*  of  th*  A111>d  Control 
Authorl'^  W8  dltcuasiog  tho  problM  of  th«  Reich  dbbt*  The  US  delegate* 
foUoMlag  original  inatraetionai  had  propoeed  eaneellatlon  of  all  Reich 
debt*  both  internal  and  cetemal*  Dlaoussion  had  now  reached  the  point 
where  the  Soviet*  nrenoh  and  British  delegates  seened  likely  to  agree 
on  cancellation  of  the  internal  debt*  On  2  March  U8  OHOUS  asked  the 
Depax'tnent  of  the  Any  whether  Washington  would  approve  a  ooe^ronlss 
leaving  the  treatnent  of  eoctemal  Reich  debt  to  be  decided  in  the  Peace 
Treaty.^ 

The  Departnent  indloatad  no  US  objections  to  leaving  open  Reich 
debts  expressed  in  foreign  ourrenqr*  but  said  that  failure  to  cancel 
such  debts  stated  in  Reiohanarks*  much  of  which  was  held  abroad*  would 
leave  unsettled  olalns  up  to  100  billion  Reichsmarks*  Holders  of  Reich 
debt  certificates  in  Qermaxy  would  then  try  to  smuggle  then  abroad*  idiere 
they  night  form  the  basis  of  claims  that  would  destroy  financial  progress 
made  in  Qermany,  It  would  be  better  to  follow  Coin's  plan  of  oancelling 
externally  held  Reichsmarks*  permitting  foreign  governments  to  advance 
claims  on  behalf  of  their  nationals  for  settlement  in  the  peace  treaty 
so  far  as  assets  night  be  available*  The  Department  of  the  Army  added 
that-  this  advice  was  sent  without  consultation  with  either  tha  State  or 
Treasury  Departments*^  and  that  a  final  reply  reflecting  State  and  Treasury 

1*  Cable*  CINCEUR  to  D/A*  CC  33^2  of  2  Mar  I46*  OMOUS  AO  Decimal  File 
003  currency  reform*  KCRC.  SECRET 

2*  Cable*  D/A  to  CINCEUR*  Draper  personal  to  Clay  or  Bennett*  WAR 
97176  of  7  Mar  U8*  OIOUS  AO  Decimal  File  003  currency  reform* 

KCRC*  SECRET  (downgraded  tron  TS) 
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Tims  would  be  sent  after  farther  infonwtlon  had  been  received  Aron 
the  Theater* 

Before  a  firm  position  on  the  question  of  the  old  Reich  debt  could 
be  reached  in  Waahlngtonf  hcweverj  the  Soviet  Union  broke  iqp  the  Allied 
Control  Authorltsf'  by  walking  out  of  the  20  March  1^1(6  meeting  of  the 
Control  Counoll.^ 


A  West  Qeman  Currency  Refoxn  is  Carried  Out 

After  the  brealnp  of  the  Allied  Control  Councilf  CM3US  had  no  diffi¬ 
culty  reaching  agreesnnt  with  the  British  on  procedure  for  currency  re¬ 
form*  (hi  2  April  19I16  Oen  Clay  cabled  that  he  and  Oen  Robertson  had 
agreed  on  the  following  prinoi^est 

(1)  Mrlte-dovn  of  existing  money  and  deposits  to  be  lOit  fresi 
20$  blocked  and  70$  cancelled*  The  Germans  to  prepare  a  plan  for  dis¬ 
position  of  the  20$* 

(2)  Technical  terms  of  conversion  to  be  in  general  as  agreed  in 
Control  Council,  but  expanded  according  to  advice  of  German  experts, 

(3)  Reich  debt  to  be  blocked  pending  settlement  at  a  later  date* 

(it)  Oomeetic  private  debt  to  be  reduced  In  same  ratio  as  monetary 
claims.  Foreign  Reichsmark  creditors  to  be  given  choice  of  siiilar  re¬ 
duction  or  holding  claims  in  abeyance  pending  a  peace  treaty.  Foreign 
exchange  debts  to  remain  unresolved  until  peace  treaty* 

($)  Capital  structure  of  financial  institutions  to  be  adjusted  to 
reflect  new  conditions* 

(6)  Economic  Council  to  be  required  to  enact  legislation  for  capital 
Increment  and  equalization  taxes* 

(?)  tzxitlon  rcipc-riaibililjf  Lw  be  turned  over  to  German 

authorities  subject  to  requirement  that  budgets  be  balanced*^ 


1,  Decision,  355-57. 

2.  Suanarlzed  from  cable  CC  36?1,  CINCEUR  personal  from  Clay  to  D/A 
personal  for  Royall,  QM3U5  AG  Dsoinal  File  003-  currency  refom, 
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KMmlillCf  rfpr«8«ntatiTM  of  th*  thrv*  VMtwn  pomr*  war*  naat* 
log  in  London  to  detandno  the  eonditlone  for  estebllahlxig  e  WMt  Oanan 
QoreniMnt  for  the  US,  British  and  FrenA  Zones.  The  French  represents^ 
tires  stated  that  thOF  w*f*  rea4jr  to  join  the  ULseul  ares  in  eurrenogr 
refom  even  before  full  trlaonsl  fusion.  Aooordia|3F«  Franoe  Joined  the 
ourren^  ooBTeraations  in  Oamansr.  The  Flnsneial  eoqperts  of  the  three 
powers  oonsldered  the  recoienendatlona  aade  bF  the  Osman  CoaDd.ttse  (whioh 
we  accepted  only  la  part)  sad  reached  geaeral  though  not  ooaplsts  agre^ 
wnt  on  a  nuniber  of  technical  meaeuree.  These  included  reduction  of  the 
blocked  portion  of  currency  and  clalns  from  20Z  to  lOjK  and  issuing  a  per 
capita  quota  of  SO  Deutsche  Marks  in  return  for  SO  old  Marks.  A  sweeting 
of  the  three  Gonnandera«in<-Chief  to  settle  unresolred  questions  was 
scheduled  for  29  May. 


During  April  and  May  19lt8>  the  Department  of  the  Aruy  and  QMIIJS  ex- 
changed  riews  on  rarious  specialised  phases  of  currency  refomf  such  as 
the  currency  for  Berlin  and  the  conversion  of  nark  holdings  of  ndJLitary 
agencies  end  personnel.  On  these  subjects,  Washington  linitsd  itself  to 
suggestions,  since  the  practical  poBBlbiUtles  in  the  thastsr  ware 
pendent  on  negotiation  with  the  other  occupying  powers.  The  question  of 
Pi'snch  Qovenanent  holdings  of  Reichsmarks,  obtained  by  converting  funds 
of  PCJWe  and  forced  laborers,  was  referred  without  prsjudles  to  tha 
reapectlve  Oovernnenta,^ 


SECRCT  (downgraded  from  TS),  The  original  cable  had  9  polnta, 
of  which  pointa  o  and  8  are  omitted  here  as  of  minor  iuyortanee* 

personal  to  Draper,  CC  US07  of  30  May  1*8, 
In  OMiUS  AO  Decimal  File  003  Cxirrency  Reform,  KCRC,  SBCRET  (dosn- 
graded  from  TS)  . 
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Th«  final  nsgotlatlons  on  the  c\irret\c7  reform  vere  conducted  en¬ 
tirely  In  the  theater  without  specific  instrucffioils  from  Washington, 
althoue^  daily  cables  from  QM3US  kept  the  Department  of  the  Any  apprised 
of  the  status  of  negotiations*  For  a  day  or  two  there  was  a  flurry 
caused  fay  a  Uashington  suggestion  that  the  military  oonversion  rate  for 
the  mark  be  left  at  10^*  (MQUS  had  gone  to  great  pains  to  obtain  French 
and  British  agreement  to  the  30^  conversion  rate,  which  involved  con¬ 
siderable  dlaadvantiSges  for  their  occupation  forces*  Gen  Clay  cabled 
that  the  suggestion  of  the  10^  rate  "has  hit  us  like  a  bombshell  and  if 
it  is  an  order  may  necessitate  complete  postponement  of  currency  reform*"^ 

Undersecretary  Draper  replied  that  it  had  been  the  intention  of  the 
Department  of  the  Anny  to  make  available  to  0M3US  the  best  advice  of  the 
State,  Treasury  and  Amy  Departments,  "but  that  within  the  general  prin¬ 
ciples  and  policies  given  you  by  your  government,  the  detailed  decisions 
based  on  tripartite  negotiation  were  within  your  province*"  Although 
opinion  in  Washington  was  that  the  10^  military  rate  woxild  not  seriously 
affect  faith  in  the  new  oun’ency,  the  decision  would  be  left  to  Gen  Clay 
with  the  understanding  that  if  the  military  rate  should  be  made  30^, 

A 

eoD^jensatlng  cost-of-living  adjustments  for  persoiuisl  would  follow*^ 

1*  Cables,  VZAI^  8291*2  of  31  May  1*8  from  WD  to  CINCEUR,  CC  U583  firom 
CINCEUR  to  D/A  WARX  83287,  6-  Jun  1*8,  D/A  to  CINCEUR  and  CC  1*593 
of  6  Jun  1*8,  CINCEUR  to  D/A,  Clay  peracnal  to  Draper j  OMCUS  AO 
Decimal  File  003  currency  reform,  KCRC*  SECRET  (downgraded  from  TS) 

2*  Cable,  D/A  to  CINCEUR,  Draper  personal  to  Clay,  WAR  83389  of  8  Jun 
1*8,  OMOUS  AG  Declmid.  File  003  currency  refom,  KCRC*  SECRET  (down¬ 
graded  ffom  TS) 
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k  further  dlffloulty  ms  eeuaed  Yqr  Trench  ohjectlone  to  tax  reduc¬ 
tions  uhloh  were  felt  to  jeoperdise  occupation  charges  In  the  lyendi  Zone. 

W  ' 

What  appeared  to  be  an  acceptable  ootprcedae  was  reached^  but  on  15  Junu* 

ti 

Qm  Koenlgi  the  ftenefa  CaBaunder-ln-Chlef«  stated  that  if  the  French  tax 
proposals  irere  not  aeoeptad,  the  French  Zone  oould  not  join  in  the  oUrrenp 
Of  refonu 

it  this  ix)lnt«  the  new  currency  was  already  being  shipped  fXoa  Frank¬ 
furt  to  the  distribution  centers.  Qen  Clay  and  Robertson  stated  that  the 
ouirenoy  changeorer  would  proceed  on  sehedxile  in  the  blaonal  area  In  any 
erent.  Late  in  the  night  of  June  17 1  however «  alter  tiie  French  National 
iasenibly  had  authorised  the  Oovemment  to  participate  in  the  London 
sgreeBwnt  for  tilaonal  fusion^  Oen  Koenig  agreed  to  the  oonproedse  tax 
proposals.  The  currency  conversion  took  place  in  all  three  sones  ai 
scheduled  on  20  June  19b8.^ 

The  currency  reform  in  Western  Germany  led  to  a  sequence  of  dramatic 
devalopmente,  including  the  extension  by  the  Soviet  Union  of  the  exiating 
partial  blockade  of  Berlin  so  as  to  cut  off  sTI  land  and  water  transpor¬ 
tation)  the  Soviet  attempt  to  expand  their  tonal  currency  reform  into  the 
Veetem  Sectors  of  Berlin)  the  failure  to  reach  quadripartite  agreesunt 
on  a  uniform  currency  for  the  city)  the  establlahment  of  the  airlift  and 
the  breakup  of  ^e  Berlin  City  Ooverhment,  As  the  scope  of  the  present 
study  did  not  permit  going  into  questions  involving  specifically  the  City 


1.  Decision  212-13;  resolution  by  the  French  National  Aaaembly)  17  Jun 
It!^)  reprinted  in  Occupation  267-68. 
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of  Borliii)  these  subjects  ere  not  discussed  here*  Needless  to  say)  the 
political  liqplleatlons  of  the  sntlre  Berlin  affair)  including  idiat  for 
a  time  appeared  to  be  a  genuine  possibility  of  armed  conflict  ilth  the 
Soviet  Union)  led  Washington  to  Uke  an  aoUre  interest  in  the  Berlin 
negotiations)  vhich  were  soon  supplsnsnted  by  the  dsortlTe  intergorenw 
mental  talks  in  Moscow. 

Tet  even  during  the  siege  of  Berlin)  Oen  Clay  was  given  wide  lati¬ 
tude  for  decision.  As  Secretary  of  the  Axwy  Royall  told  him  on  1  Sep- 
tesdber  19U8t 

"Folly  realising  the  very  difficult  Job  which  lies  before  yoU) 
it  is  not  ny  Intention  nor  that  of  the  State  Department  to  re¬ 
strict  or  hasper  you  in  your  negotiations.  However)  we  will  be 
glad  to  give  you  oiu*  opinions  on  ai^  matters  about  which  you  wish 
to  consult  us,  and  to  assume  or  8har|»  the  responsibility  of  any 
important  decisions  idilch  you  have  to  naks." 

While  the  Department  of  the  Amy  wished  to  be  kept  currently  informed 
of  the  details  of  negotiations,  this  was  for  information  and  not  for 
the  purpose  of  regulating  day-to-day  diaeussions.  Washington  would, 
of  course,  wish  to  be  advised  before  ary  overall  agreement  on  a  de¬ 
terminative  question  or  before  a  definite  breakdown  in  Berlin*^ 

THE  CONCLUSION  OF  DENAZIFICATION 

After  the  amnesties  of  l^li^,  denazification  had  proceeded  to  the 
accompaniment  of  Increasing  criticism.  Business  Interests  both  in 


1.  Cable,  D/a  to  CINCEUE)  from  Royall  personal  for  Clay,  WAR  88531 
of  1  Sep  U8)  OMDUS  AO  Decimal  File  003  currency  reform,  KCRC. 
SECRET  (dow^aded  from  TS) 
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Qmnuaij  and  in  Anarloft  eonplalnad  that  tha  program  mas  ratardLng  Oanaan 

vomnjf  and  tha  danasllleatlon  offldaLLa  thaoaalvaa  cam  up  idth  iraMr 

oua  plana  for  alapUfjrlng  and  aoqpadLtlng  prooadura.  At  tha  aana  tlMf 

aona  aaetora  of  the  praaa  and  phbllo  in  bo^  oountnea  eoagjlalned  of  tha 

"raoaelfloation*  of  Oenaany.^  Ifeainihile»  under  inatruotiona  from  tha 

doint  Chlafa  of  Staff*  ttnae  aundatory  arreateaa  not  vented  In  connection 

vlth  Allied  Trlala  vere  turned  over  to  the  Oazman  Authorltlaa  or*  If  the 

2 

latter  failed  to  iaaua  varranta  of  arreat*  vere  raleaaod* 

In  Oetobar  I9U7  the  Lav  for  Liberation  vas  amended  so  aa  to  permit 
more  rapid  proeeaaing  of  routine  caaes*  vith  the  intention  of  permitting 
the  trlbunala  to  conpentrata  on  the  major  Naaia*  Party  maaibarahip  vaa 
no  longer  in  Itaelf  a  ground  for  claaaifioation  higher  than  Claaa  in 
and  the  principle  of  preaumptive  guilt  vaa  elininatad.  Ssoapt  for  mean 
bera  of  formationa  declared  nrlminal  by  tha  International  Military  Tri¬ 
bunal  (the  Oeatapo*  SS*  etc.)  triala  vara  to  be  held  only  vhere  tha 
evidence  Juatified*  Aa  a  reault  of  theae  amendmenta*  the  monthly  out¬ 
put  of  the  tribunala  tripled*  axid  by  the  end  of  19I47  figurea  2*523*323 
out  of  3*25l*U88  caeea  had  been  completed*  In  January  I9U8  Military 
Oovemment  abolished  the  requirement  that  elaaaifi cation  of  persona 
charged  aa  "of fenders"  or  "follovera"  be  submitted  ±r  Ita  approval.^ 

P«PMiflohtion  123-26* 

2e.  Cable*  JCS  to  COMCBfUSFET*  VkR  9351iii  of  7  Mar  hi,  CAD  Nuat^erioal 
File*  RD  122,  DRB,  RESTRICTED 

3*  Denaaifl cation  (Cumulative  IH'evlev)*  Report  of  tha  Military  Oovemor 
Wo*  ib*  cUbus  Apr  U6  p  11  j  Komann*  DencBtfica  .ion  127^28*  130* 

X-18 


SICRET 


SECIET 


Ihwe  dflnrelopnentfl}  hoHtmti  did  not  satisiy  «  growing  d«nud  In 
OongrM*  that  tha  donaalfloatlon  proeaedlngB  ba  eonoludad  as  quick]/ 
as  poaslbla*  Tha  raport  of  tha  Caaa  Subeonalttaa  raooaiundadi 

"That  donaalfloatlon  procaadlngs  on  all  ^ut  "aajor  off andars* '  ba 
andad  b/  Mo/  8t  19h6  (tha  third  annlTaraar/  of  VB-da/)  throu^  predalia- 
ing  full  aianaat/  for  all  "laaaer  offandara"  and  "foUovars*  whose  dear* 
anca  procaadlngs  hava  not  bean  eorQ>letad  by  that  dats>  and  that  full 
faltt  and  oradlt  'ba  aceordad  tha  holdars  of  this  and  prior  aimasty  or 
claaranca  cards  by  all  aganclss  of  tha  United  States  Oorammant*  thereby 
grantliig  full  firaadon  of  moranant  and  tha  right  to  wozicf  to  enroll  in 
educational  Institutions  and  to  participate  in  goT’amment," 

Tha  SubooBBBlttaa  noted  in  its  critique  that  "iAarlean  danaalflcatlon 
policy  want  too  far  and  triad  to  include  too  many."  Its  categories 
vara  too  broad  and  too  xlgld«  and  It  left  the  Oamaa  people  In  a  state 
of  uncertainty.  "It  may  even  have  driven  soma  people  who  were  origi¬ 
nally  favorably  Inclined  to  the  ideas  of  democracy  back  Into  the  arms 
of  soma  species  of  totalitarianism."^ 

The  Department  of  the  Amy  raised  with  Sen  Clay  the  question  of 
carrying  out  the  recommendation  of  the  Case  Report*  At  first  Oen  Clay 
demurred^  pointing  out  that  the  approximately  lt00,000  cases  remaining 
were  being  settled  at  100*000  a  month  and  that  on  1  Hay  191^8  the  re¬ 
maining  lesser  internees  who  had  served  two  years  in  Internment  camps 
would  be  released*  A  general  amnesty  at  this  ix>int  would  benefit  the 
"really  bad  actors"  who  had  not  been  tried  and  would  discredit  the 


1.  Report  on  Oermany*  in  Final  Reyrt  on  Foreign  Md  of  the  House 
S^ect  Committee  on  Foreign  Aid*  I^ouse  Report  No*  18U5*  80th 
Congress*  Second  Session*  pp  127-29. 


X-19 


SECIET 


SECRET 


•ntlr*  program*^  k  fmr  daya  laiarj  In  answer  to  a  farther  in<pilt7  In 
a  teleoonferanoef  On  Clagr  statedt  ”I  oannot  stop  danaalfleation  loccept 

2 

by  ordering  the  Oenuna  to  atop*  If  this  is  an  orderi  please  adrise  iae»" 

Vhile  the  Bepartmant  of  the  Axqy  was  not  yet  ready  to  order  Oen  Clay 
to  halt  danasifioationi  opinion  In  Congress  becsne  increasingly  outspoken* 
The  House  Appropriations  Ccanittee  served  notice  that  it  would  not  approve 
an  kxuf  defloieney  bill  unless  denasiflcation  were  stopped*^  At  this 
polnti  Oen  Clay  weakened  and  approved  a  conpromlsa  arrangeeient  which 
eliminated  all  but  32«000  of  the  renalning  eases.  The  Law  for  Libera^ 
tlon  was  amended  so  as  to  give  publlo  prosecutors  full  discretion  in 
filing  ohaxges  except  in  Class  I  cases j  pre-trial  restrictions  were  re¬ 
moved  from  all  untried  persona  except  those  charged  in  Class  I|  allowing 
them  to  re-enter  all  positions  in  private  industry  and  business  except 
key  positions*  On  27  March  191(8  OtOUS  issued  a  directive  establishing 
a  target  date  of  1  May  19U8  for  the  completion  of  all  first  trials j  and 
making  available  the  Oerman  personnel i  the  space  and  the  equipment  of 
Special  Branch  Offices  to  help  the  Oerman  tribunals  to  deal  with  the  work 
load*  This  directive  caused  the  Herter  Connittee  to  oonmenti  "The  Conwi 
nittee  notes  with  satisfaction  the  announcement  of  the  United  States 


1*  Cablsi  CINCEUR  to  d/a,  Clay  personal  to  Draper,  CC  3l(99  of  lit  Mar  U8, 
CAD  Numerical  File,  RO  122,  EBB.  CONFIDENTIAL 

2*  Dedsion  260* 

3*  William  E*  Griffith,  "Denasiflcation  in  the  United  States  Zone  of 
Oermany,"  Annals* 
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MUltaiy  Oor«mor  on  March  27>  19it8«  substantially  in  accord  idth  this 
racoonandatlon*"^ 

On  1  Niy  19U8  ooly  32«300  haarLly  Ineriailnatad  Rasls  rsnained  to 
bs  tried*  During  the  susner  of  19U8  these  eesee  were  adjudicated  and 
In  Septenher  the  Special  Branch  OffLees  of  MUitary  OafTsmment  closed 
down.  While  the  influx  of  refugees^  expellees  and  prisoners  of  mr  kept 
the  Oerman  tribunals  actire  on  a  decreasing  scale  until  April  1950^  de~ 
naslfication  was  no  longer  a  subject  of  Is^ortant  policy  decision* 

FIRST  STEPS  TCMAHD  WEST  GERMAN  GOVERNMENT 

Failure  of  the  Final  Attempt  to  Achieve  German  Unity 

Although  the  Moscow  CFM  of  Narch<^prll  19U7  had  shown  the  Soviet 
Union  to  be  Interested  in  German  unity  only  on  terms  permitting  the 
Coimnunists  to  seize  control,  it  had  been  agreed  to  make  one  more  at¬ 
tempt  to  reach  four-power  agreemo^t  at  the  fifth  session  of  the  Council 
of  Foreign  Ministers,  which  opened  in  London  on  15  November  19U7*  The 
Deputy  Foreign  Ministers  convened  on  6  November  to  attempt  a  measure  of 
advance  agreement,  OMDUS  being  represented  indirectly  by  Political  Ad¬ 
viser  Robert  Murphy,  The  deputies  produced  a  voluminous  report*  They 
had  finally  agreed  on  central  German  administrative  agencies*  The  French 
had  a  reservation  concerning  their  jurisdiction  in  the  Ruhr/Rhineland. 

The  Soviet  Union  wished  the  zone  commanders  to  control  the  activities  of 
the  central  agencies  in  their  respective  zones,  whereas  the  three  other 

1*  Denazifi cation  (Ciamilative  Review),  Apr  li6,  pp  10-11,  160-62|  Final 
fteport  on  Foreign  Aid,  p  127* 
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powers  did  not.  The  Soviets  proposed  that  a  provisional  central  govem- 
Bwnti  if  eatabllshedi  have  a  of  governmental  powers  Including 

polios  authorltyi  while  the  French  desired  to  keep  the  functions  of  the 
central  govarmant  to  an  absolute  adnlnin.  The  United  States  and  British 
ware  in  betweant  agreeing  with  the  Soviet  vlev  on  some  points  and  with 
the  French  on  othen.^ 


Both  the  Department  of  State  and  CtOUS  developed  position  papers  on 
various  subjects  for  use  at  the  London  cm.  In  October  l9U7f  there  was 
anecehange  of  drafts.  The  State  Department  agreed  to  incorporate  OMQUS 
suggeatlona  in  Its  own  papers  *  and  OHQUS  was  asked  to  prepare  over-all 
papers  'em 


guarantees  of  democracy  In  Qermangr, 
establishment  of  provisional  Oeman  government, 
revival  of  the  Qenaan  seonomgr, 
insuring  permanent  demilitarisation  and 
settlement  of  German  boundaries. 


Each  of  these  papers  was  to  contain  a  statement  for  the  Secretary  of 
State  to  make  in  the  CFM  and  a  propoeal  for  him  to  introduce.^ 


At  the  London  CFH,  which  lasted  from  2$  November  to  Deoasiber  15, 
19U7i  the  U.S.  Delegation  Included  Gen  Clay  and  a  aiseable  OMQUS  contin¬ 
gent.  The  latter  Included  the  CiM  Seoretarlat,  a  unit  of  the  CM}US  Civil 
Adminlatration  Divlaion,  which  had  become  responsible  for  political  as 


1.  60,  "Report  From  the  Deputies  to  the  Coimd.1  of  Foreign 
Ministers  on  the  Fom  and  Scope  of  Provisional  Political  Organisation 
of  Germany,"  13  Nov  X9k7t  Reprinted  in  Documents  on  Unity.  79-8U. 

2.  Cable,  CSGAD,  to  OMQUS,  fTom  Litchfield  for  Dayton,  CM-OUT  88870  of 
21  Oot  19U7t  CAO  Numerical  File,  RO  122,  DRB.  SECRBI 
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mil  as  governmeintal  affairs*  This  arrangenent  provided  a  channel  through 
which  CMQUS  views  could  contribute  to  the  determination  of  US  Government 
poUcgr*  is  Gen  Clay  reoount8>  Secretary  Marshall  made  it  a  point  to  iron 
out  differences  in  a  daily  staff  meeting  of  the  entire  US  delegation*^ 
Clay  himself  took  an  active  role  in  these  discussions  and  pressed  for 
statement  of  the  American  position  on  governmental  problems*^ 


The  United  States  Delegation  at  London  took  the  position  that  no 
aerloua  discussion  of  German  governmental  structure  was  possible  until 
the  four  powers  had  agreed  on  certain  fundamental  principles*  Secretary 
Marshall  later  sunnarized  these  principles  as  follows i 

"1*  The  elimination  of  the  artificial  zonal  barriers  to  pemit  free 
movement  of  persons,  ideas  and  goods  throughout  the  whole  territory  of 
Germany* 

"2*  The  relinquishment  by  the  occupying  powers  of  ownership  of 
properties  in  Germaxy  seized  under  the  guise  of  reparations  without 
Four  Power  Agreement. 

"3«  A  currency  reform  involving  the  introduction  of  new  and 
sound  currency  for  all  Germany* 

"U*  A  definite  determination  of  the  economic  burdens  which  Ger¬ 
many  would  be  called  upon  to  bear  in  the  future,  that  is,  the  costa  of 
occupation,  repayment  of  svans  advanced  by  the  occupying  powers,  and 
reparations , 

''5*  An  over-all  export-import  plan  for  all  of  Germany*^ 


1,  Decision,.  3Ui-3U5. 

2,  Edward  H,  Litchfield,  ''Bnergence  of  German  Governments"  Chapter  2 
in  Governing,  p  58« 

3,  Report  by  Sec  Marshall  on  London  Session  of  Council  of  Foreign 
Ministers,  Story  in  Documents,  65, 
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Th«  Soflat  IMoq  had  not  the  slightest  Intention  of  agreeing  to  these 
principles  t  tdiloh  would  hare  meant  the  abandonment  of  its  pollcor  of 
eoonomlo  and  political  soqploitatlon.  It  insisted  on  large  scale  repara¬ 
tions  fk«ai  current  Oenaaa  production  andvtfussd  to  pool  Osman  eecnoole 
resooroea.^ 

MeaxMhllef  the  Soviet-controlled  Socialist  Unit7  Part7  (SBD)  had 
organlaed  the  "Oexman  People's  Congrses>"  a  united  front  a88enbl7  oon^* 
sistlng  largely  of  delegates  from  ths  SED  and  its  affiliated  "mass 
organisations with  a  few  CaoBBunists  and  other  leftists  from  Western 
Oemany.  The  "People's  Congress"  elected  a  17-man  coomittee  to  go  to 
London^  supposedly  as  representatives  of  the  Oeman  people,  to  plead 
for  "Qemen  unity  and  a  just  peace”.  The  British  refused  to  issue 
travel  papers  and  the  U.S,  Delegation  rejected  flatly  a  Soviet  pro- 
poaal  to  grant  it  an  audience. 

This  patent  attenpt  to  exert  pressure  on  the  Western  Allies  through 
mass  propaganda  not  only  unveiled  the  entire  Soviet  strategy  but  also 
stimulated  unprecedented  solidarity  between  the  United  States,  Britain 
and  even  France.  Shortly  after  Molotov  had  presented  unsuccessfully 
ths  "People's  Congress"  proposal,  Marshall  adjourned  the  meeting  sine 
die  with  the  obtious  concurrence  of  his  colleagues. 


1.  Dedsioni  3U7« 

2.  Oeman  Oovemwital  Organisation  and  Civil  Adninlstration  (Cumula^ 
tire  Reviswj,  OMIUS  Ri^rt  Ho.  30/^0  P  10,  See  also  Kurt 
Olaser,  "OovaraMnts  of  Soviet  Oemany".  Chapter  6  in  Qoveming, 
pp  1^-165* 
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llthotigh  th«  London  CSM  produced  no  dlreet  reeulta*  It  served  to 
cleriiy  iaerlean  and  British  ideas  on  the  structure  of  Oemsn  central 
government*  It  also  established  the  primacy  of  QMQUS  in  the  develop¬ 
ment  of  U*S.  policy  on  Qennan  government*  Finally  -  aitd  most  impor¬ 
tant  -  it  was  at  this  conference  that  Foreign  Minister  Bldault  of  France 
agreed  to  early  three-power  discussions  with  a  view  to  formation  of  a 
Vest  Oerman  Government*^ 

The  First  Session  of  the  London  SiT-Pnyer  Conference 

On  20  January  I9I18  announcement  was  made  of  a  Conference  to  meet 
in  London  on  23  February  to  discuss  German  affairs  of  Interest  to  the 
French*  Britj.sh  and  United  States  Governments*  Representatives  of  Bel¬ 
gium*  the  Netherlands  and  Luxembourg  were  invited  to  take  part*  on  an 
equal  footing*  in  discussion  of  all  items  on  the  agenda  except  those 
dealing  with  direct  occupation  administration*^ 

During  the  preparations  for  the  conference  relations  with  the  French 
were  slightly  ruffled  by  the  final’  bizonal  reorganization  of  $  February 
I9U8*  against  which  the  French  Government  -  with  an  obvious  eye  to  Its 
internal  political  situation  -  felt  obliged  to  protest*  The  Department 
of  State  was*  however*  able  to  quiet  the  flench  by  taking  the  occasion 
to  recognize  the  de  facto  separation  of  the  Saar  from  GezmaTy  and  its 
incorporation  in  the  fVench  economy*  It  had  been  the  United  States  In¬ 
tention  to  accord  such  recognition  in  any  case*  but  Gen  Clay  was  advised 


1*  Litchfield*  Oovemingi  38}  Dedsioni  39U* 

2*  Dedsioni  39U}  London  Six  Power  Conference*  Coamunlgae  of  6  March 
19U^i  Story  in  Documents .  75-76* 
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to  prossat  tbo  Sur  agroemont  to  French  Military  Oovamnent  as  a  owid 
pro  c[ao«^ 


Sinoa  th«  FTanah  ¥aa>e  utwllllng  to  i<lia«uii  «  f^neation  of  a  Woat 
Oonian  gorvnMnt  vLthout  Battling  other  problM»  tha  agenda  of  tha 
London  Six-fowar  Oonfaranoa  Inoludad  tha  folloKlng  aubjaotat 

A*  Aaaooiatlon  of  Banalvoc  Countrioa  in  pollogr  regarding  Waetam 
aeraany* 

Bt  Reparationa  Beiiveriea. 

0«  Relatlonahlp  of  Weatam  Oontary  to  SR?» 

D«  Oontrol  of  the  Ruhr* 

B«  Seourity  agalnat  Oaxmary* 

F*  Broltttion  of  tha  political  and  aeonoolo  organlaation  of  tha 
three  Weatam  Zonea* 

0*  ProTlaional  territo^al  arrangaaianta  and  internal  adninia- 
tratlya  boundariea** 


Tha  oablegratn  liatlng  the  oonfaranoa  agenda  alao  infomad  Oan 
Clay  that! 

"State  ia  partioularly  daairona  that  you  attend  theae  Confarenoeai 
in  entirety  if  poaeiblej  or  in  event  of  octended  dlaouaalonat  for  aa 
muoh  tine  aa  you  oan  apare.  We  reoogniae  Umitatlona  on  your  tine  but 
would  hopa  you  oould  be  preaent  during  talka  with  Brltiah  and  aa  muoh 
of  Frenon  diacuaalona  aa  poaalble.  Nr.  Bavin,  according  to  State,  hu 
peraonally  axpreaaad  a  deeira  that  you  attend." 

The  United  Statea  Delegation  waa  headed  by  Ambaaaador  Douglaa,  with  idtom 
Oen  Olay' a  relatlona  had  alwaye  been  partioularly  oordLal.  Aa  in  tha 
oaae  of  the  London  OIM,  Can  Clay  brought  hla  principal  govemnantal  and 
eeonoado  advlaera« 


!•  Cable,  CSCAO  FL  to  CINOSIR  paraonal  for  Olay,  VttRZ  pltZOlt  of  17  Jm 
191(8,  CAD  Nunerieal  File,  BQ  122,  IXB.  SSCRET 

2*  Cable,  WD  to  CINCEUR,  Driver  peraonal  to  Clay,  WAR  91(985  of  29  Jan 
1918,  CAD  Numarioal  File,  R3  122,  DRB.  SECRET 
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Th«  Dcpartaent  of  St«t«  proparod  a  series  of  policy  papers  for  the 
London  Conferanoe*  These  aade  clear  the  general  tf.S.  obJeetlTS  of  inte¬ 
grating  an  eoanonlcally  rehabilitated  Western  Oentany  tmder  a  denoeratic 
gorerment  Into  Veatem  Eorope*  bat  left  considerable  flexibility  regard¬ 
ing  ways  and  aaana*  Iftiile  the  United  States  >  for  instancsf  preferred 
Oenaan  allocation  of  Sdhr  products  under  International  auperrislon*  other 
altematlTes  were  not  excluded*  Political  evolution  of  the  three  Western 
Zones  night  proceed  from  the  present  blsonal  organlBatlon*  to  which  the 
French,  speaking  privately  in  Berlin,  really  did  not  object,  and  which  was 
both  federal  and  denoeratic*  The  French  were  to  be  urged  to  permit  free¬ 
dom  of  movement  between  Bisonia  and  the  French  Zona.  Triaonal  economic 
fusion  could  be  an  intenoediate  step  toward  political  union  and  would  not 
necessarily  represent  a  definitive  split  of  Qematiy* 

The  paper  on  eeonomie  coordination  pointed  out  that  since  a  French 
veto  in  trisonal  control  organisations  would  result  in  paralysis,  major¬ 
ity  vote  should  prevail*  It  would  be  is^raotical  to  insist  on  a  French 
financial  contribution  to  the  support  ofitetem  Germany*  Even  if  full 
economic  unity  could  not  be  attained,  a  currency  reform  for  the  trlzonal 
area  would  still  be  possible.  The  paper  then  dealt  seriatim  with  a  number 
of  specialized  economic  problems  and  indicated  that  Ambassador  Douglas 
should  decide  after  consultation  wifch  OMGUS  which  of  thes^  questions  should 
be  raised  at  the  London  Conference* 

The  most  important  of  the  State  Department's  policy  papers  was  that 
entitleds  "U.S.  PoU^  Regarding  the  Foznatlon  of  a  Definitive  Ooveivunen- 
tal  Reglas  in  Oematqrf"  which  listed  the  following  principles  to  be  applied 
in  the  developnent  of  Oeman  governmental  struoturea 
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■1«  Qnlr  tht  aost  gancral  rMtrletlons  should  upon  th* 

Oorasn  tnmmn  of  •  gor«naoai«  and  those  should  be  linit^^  rejiire- 
nents  oleerly  to  present  and  long-term 

bread  forma  and  details  procedures  of  a  future  'ostme  ah^^  loft  fw 
detanilnatloB  aooording  to  dssweratte  poroeeasae  by  the  Oeimana  thsomalTea* 


3«  The  goTomment}  however,  should  bo  more  than  a  cTOrdiMtlng 
Instroamt  of  quasl-soToimigB  states.  It  oust  have  adequate  authority 
to  deal  suoeessfuUy  with  the  political  end  e  oonoalo  problema  of  present- 
day  OmixiT  andj  la  partloulari  to  enable  Oemany  to  play  a  major  role 
In  the  European  Recovery  Program. 

U.  The  structure  of  such  a  government  need  not  be  specified  and 
should  net  be  dlotated  by  the  occupying  povers.  But  its  damocratio 
character  should  be  assured  by  the  existence  of  a  popularly-elected 
asssBiblyf  reflecting  and  responsive  to  the  polities  will  of  the  elec¬ 
torate.  Its  federal  character  night  well  be  sidDodled  in  a  second  house 
representing  the  govemnenta  of  the  various  States. 


5.  There  should  be  full  and  adequate  guarantees  against  the  drniger 
01  executive  oentrallaatlon«  and  the  executive^  whether  Independent  of 
the  legislative  branch  or  operating  on  the  principle  of  parliamentary 
responsibllityf  should  be  subject  to  direct  desiooratlc  controls. 

6.  The  Integrity  and  independence  of  the  Judiciary  should  be  fully 
ssaursd  under  tha  constitution. 

7.  The  principle  of  maxlimui  delegation  of  admlnletratlve  responsi¬ 
bility  should  be  iqphsldi  but  not  to  the  extent  of  withholding  from  the 
goramment  tha  authority  essential  to  insure  the  enforosmsnt  of  its  own 
enactments. 


6«  Local  aelf-govamnent  should  be  assured  to  the  greatest  degree 
praotl cable. 

9a  Thera  should  be  speeiflo  and  ooBqprehmisive  guarantees  of  civil 
rights  end  personal  fresdoema 

10a  Thera  should  be  a  rational  readjustment  of  Lyid  boundarlea  with 
a  view  to  making  each  State  a  sound  adsdnlstratlva  unli,  with  due  regard 
for  economic  raallttas  and  oultwal  trandltlons>  and  for  tha  prinol^a 
that  no  singla  State  should  be  stirong  enough  to  domlnata  tha  e  antral  rsglma, 

Ua  Tha  nnandal  Integrity  of  the  States  should  be  assured  ao  that 
they  idil  ba  firaa  of  doadnatlon  by  gova^nmant  through  control  of  vital 
aourcaa  of  ravmnia.  The  government  should,  howsnrsr,  be  assured  adegoata 
financial  maansa 
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12*  Centralised  control  over  police  end  security  forces  should  be 
evolded}  State  autona^y  should  prerail  with  respect  to  culturaly  educa> 
tional  and  religious  affairs* 

13*  The  details  of  a  governmental  structure  for  Germany  should  be 
worked  out  by  a  dsoioeratically-alected  German  constituent  asstaiblyy  sub¬ 
ject  to  approval  by.  the  occupation  powers  axid  direct  ratification  of  the 
Oernmn  electorate."'*' 


The  State  Department  paper  'was  in  general  agreement  with  (MiUS 
thinking (  as  well  as  that  of  German  constitutional  experts*  It  omitted) 
however)  two  questions  that  later  became  bones  of  contention  between 
CMIUS  and  German  officials:  whether  'the  ci-vil  service  should  be  politi¬ 
cally  neutral  and  whether  ci'vll  servants  should  be  permitted  to  sit  in 
Parliament* 

Interim  DLscussions  in  Berlin 

The  first  session  of  the  London  Conference,  which  ran  from  23  Febru¬ 
ary  to  5  March)  191*8,  reached  agreement  on  certain  very  general  principles* 
It  did  not)  however,  arrive  at  any  specific  conclusions  and  particularly 
not  on  the  question  of  distribution  of  powers  between  'bhe  future  West 
German  Government  and  the  Laender.  The  Conference  adjourned  from  5  March 
to  20  April)  191*8)  during  which  Interval  the  three  Military  Governors  were 
instructed  tc  consider  and  report  on  the  political  8truct\ire  for  Western 
Germany,  economic  coordination  and  varioiis  other  problems*^ 


1,  State  Department  policy  paper  "U.S.  Policy  Regarding  the  Formation  of 
a  Definitive  Govemmentid  Regime  in  G«  "wy",  7  Fsto  I9I48,  C4li  File  A 
36IO)  Oemany,  RG  122,  IflB*  SECRET 

2*  Decision  397}  London  Six-Power  Conference,  Coimunlque  of  8  March  191*8, 
Story  in  Documents  75-76, 
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thaae  Berlin  oonrereations  were  progreaeing,  Marehel  Sokolovsky 
broke  up  the  Allied  Cwstrol  Council.  Shortly  thereafter,  the  Sovlete  be¬ 
gan  insisting  on  boarding  US  nUitaiy  trains.  Oen  Clay's  proposal  ws  to 
am  the  trains,  but  Washington  shrank  at  the  thought  of  provtridng  an  "inci¬ 
dent".  Possibly  a  result  of  this,  the  Soviet  authorities  drew  the  conclu¬ 
sion  that  the  United  States  could  be  forced  out  of  Berlin. 

At  the  same  tine,  plana  for  the  transfer  of  occupation  administra¬ 
tion  to  the  State  Department,  idiich  had  reached  the  stage  of  detailed 
studies,  were  postponed  indefinitely.  It  had  become  apparent  to  influ¬ 
ential  members  of  Congress  that  a  transfer  under  the  existing  situation 
would  be  inadvisable,  and  the  Department  of  the  Amy  was  advised  through 
a  confidential  intermediaiy  that  the  power  over  appropriations  would  be 
Invoked  if  necessary  to  stop  the  transfer.  It  was  agreed  that  studies 
already  initiated  would  bo  coii^leted  and  kept  InTeeerve.^ 

On  the  diplomatic  level,  the  Soviet  Ambassador  In  Washington  pro¬ 
tested  against  the  London  discussions,  and  an  Assistant  Secretary  of 
State  rejected  the  protest  in  civil  but  unambiguous  language.^  In  Berlin, 
the  working  party  considering  political  structure  for  Western  Oermary  lost 
itself  in  detail,  making  little  or  no  progress  on  major  principles. 


1.  Letter,  Carl  J.  Friedrich  to  Kurt  Claser,  IB  Hay  195U. 

2.  Cable,  CSCAD  to  OHCUS,  WAR  p820l(  of  2U  Kerch  19U6,  CAO  Mumerioal 
File,  RO  122,  ORB.  CONFIDENTIAL 

3.  Note  from  Asst  Sec  of  State  Norman  Armour  to  the  Soviet  Ambassador 
at  Waahlngton,  26  March  191(8,  Documenta  on  Unity  103-105. 
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Oen  dagr*  hovavery  heard  that  Maurice  Coure  de  MurvlUe)  a  neaiber 
Freadh  delegation  in  London^  vae  Interested  in  discussing  govern* 
probleiMi  infomsUy*  At  Osn  Clagr's  invitation^  Couve  de  Morville 
came  to  Berlin  on  6  April  19U8  for  a  three-day  visit  during  liileh  it 
turned  out  that  Franco-Aaerican  differences  were  not  as  deep  as  they 
had  appeared*  Oen  Clay  writes  of  this  episode  t 

"Our  discussions  disclosed  that  basically  the  French  Qoveminent, 
like  ours*  was  interested  in  principles  which  would  avoid  the  creation 
of  powerful,  central  control*  llhen  aoae  of  our  detailed  differences 
were  raised^  Gowve  de  Morville  would  toes  them  aside  as  detail  end 
irrelevint  to  our  real  purpose* 

"This  convinced  me  that  we  should  make  a  new  approach  to  the  prob* 
lemy  avoiding  discussion  of  many  details  \ftilch  might  not  necessarily  de¬ 
velop  in  the  German  draft*  Vc.  should  ooneentrate  on  establishing  the 
broad  prindplea  to  be  given  to  the  German  Assembly  for  its  guidance  and 
also  the  principles  which  would  be  given  to  the  military  governors  to 
guide  them  in  determining  tdiether  the  constitution  oonfoxi^  to  these 
broad  conditions*" 

Oen  Clay  then  dictated  a  brief  memorandum  which  Couve  de  Murvllle)  after 
showing  it  to  the  French  Mllttary  Govenior^  Oen  Koenlgf  approved  as  a 
basis  for  possible  agreanent*  This  memorandumj  which  Gen  Clay  quotes 
in  its  entiretyj  contained  the  following  principles  (cited  here  In 
sunnarized  form)* 

1*  A  constituent  assembly  will  be  held  not  later  than  1  September 
19U8  to  prepare  a  constitution  for  ratification  by  ths  sevsral  states. 

2*  The  delegates  to  this  assembly  will  be  elected  by  the  people 
under  procedurea  adopted  by  the  several  states* 

3*  Delegates  will  be  apportioned  to  each  state  on  the  basis  of 
one  delegate  per  750,000  population* 

U«  The  constituent  assembly  will  draft  a  democratic  constitution 
establishing  a  federal  government  structure  protecting  state  rights  and 
guarantwei na  individual  rights  and  freedom*  It  will  dstendne  ths  boun¬ 
daries  of  ttic  IJSHsognislng  traditional  patterns  and  avoiding  states 

which  are  too  large  or  too  small  iii  comparison  with  iltw  uU.ers* 

5*  The  constitution  will  be  ocandned  by  the  occupying  powers  for 
coiqplianee  with  the  oblsctlves  outlined  herein*  If  it  so  coiqplles,  it 
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will  b«  •idMBtttwd  ftr  ratification  t>y  tha  awreral  states  cader  su^  paro- 
oedures  as  these  states  Mor  adopt*  When  ratified  hy  two»thlrds  of  the  ^ 
gtates  it  Hill  heniTe  the^oa^totlon  and  binding  upon  all  states,  iMOd^ 
nenta  anst  be  ratified  in  Uks  fashion, 

6,  The  oonatltnent  asserialy-  wiH  designate  an  electo^  oo«lttee 
to  arraiae  for  elotiens  oonoorrent  with  the  ratifieatira  of  the  eonstlto- 

tlon.  The  gorensunt  so  elected  wUl  take  ofttee  thirty  dsys  af^  rati- 

- j  -jx-  A#  This  gowensMnt  will  than  be 

'  as  foreign 
treatr. 


7,  accept  in  the  field  of  foreign  relations  and  there  only  as  re¬ 
quired  by  mlstiDg  droumstanoesf  sigiex^slon  and  control  will  be 

directed  to  requiring  adherenoe  to  the  oonsitltlon  and  to  eoceroislng  such 
control  of  war  potential  as  nay  be  detendnad. 


8,  Prior  to  establlshiMnt  of  triaonal  Osman  gorenaunt  it  is  li^ 
praoticable  to  establish  triaonal  AUlad  control.  In  the  Interlni  steps 
will  be  continued  to  ensure  full  econoBde  coordination  of  the  triaonal 
area  and  tha  Rranoh  Zone, 


Tha  Military  Oovaniors  amended  this  meaiorandum  slightly  and  auhnlttad  it 
to  the  re-opened  London  Confarenoa  for  dlsousslon.  It  wasi  as  Osn  Clay 
wrltssj  the  basis  on  which  agraenant  was  reached*^ 


In  the  meantime,  the  Department  of  State  sent  new  instructions  to 
Ambassador  Douglas  on  negotiation  of  Ruhr  control,  designed  to  assure 
that  intsmatlonal  allocation  of  coal  would  not  jeopardise  tha  financial 
interest  of  the  United  States  so  long  as  U.S.  support  of  Oernany  isight 

O 

continue.  The  Militsxy  Uovemors  sgrssd  among  thensalvss  and  with  Bene¬ 
lux  rspressntatlrss  on  proosdurss  for  closer  sssoclstlon  In  policy  Mtters, 


1,  Deoislon,  397-ltOO. 

2,  Cables,  VD  to  CINCEUR,  Draper  personal  to  Clay,  WAR  of  13  April 

flic,  sa  l-vil  Atu.ch(»  T.i.iiis'i'iin.iio  CSOID, 

28  April  19l;8  -  (WD-CM  Iir-666i(  of  29  April  i9U8),  P  &  0  dadmal  fils 
091  Osmanyf  ISB,  SECRET  Decision  UOO, 
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The  Resmaed  London  Conference  Resulta  In  igretment 

The  seooBd  eession  of  the  London  Conference  lasted  for  sons  ^eekSf 
daring  vhloh  Qen  Clay  «as  forced  to  eomite  hetneen  London  and  Berlin* 
Brentoallyt  howerert  it  reached  agreaatent  on  aUL  subjects  including  the 
association  of  Benelux  oountries  in  policy  regarding  Oaraony}  inter¬ 
national  control  of  the  allocation  of  Ruhr  coal,  coke  and  steel;  pro¬ 
visional  adjustments  of  Qemac  uestem  frontiers  (over  Qeneral  Clay's 
objections);  reorganisation  of  the  Laender;  trlsonal  export-import 
policy;  security  measures;  and  the  most  In^^ortant  procedure  for  the 
establishment  of  a  Vest  Oenaan  Qovemnent*^ 

The  official  report  of  the  London  Six-Power  Conference,  completed 
on  1  June  19U8,  had  a  number  of  annexes  dealing  with  the  foregoing  sub¬ 
jects.  Those  most  important  in  terns  of  Vest  Gennan  Government  were 
2 

Annexes  F,  H  and  I. 

Annex  F  entitled  "Political  Organisation,"  contained  a  series  of 
instructions  to  the  Military  Governors,  as  follows: 

"1,  The  three  Military  Governors,  will,  not  later  than  l^th  June 
l9uo,  call  a  Joint  meeting  of  the  Hinisters-Presldent  of  the  States  of 
theiir  respective  cones. 

"2.  This  meeting  will  be  Instructed  to  examine  the  boundaries  of 
the  several  states  In  order  to  determine  what  modifications  might  be  pro¬ 
posed  to  the  Military  Governors.  (Sucli  changes  will  consider  traditional 


1.  Six-Power  Conferencs,  Coianuniqus  of  ?  June  1?U8,  with  anne*  on  inter¬ 
national  control  of  the  Ruhr,  reprinted  in  Decade  ^75-581. 

2.  Report  on  London  Conference  of  1948,  with  ixmexes,  QMIUS  Top  Secret 
Control,  KCRC.  The  report  Iteelf  as  well  as  Annex  K  are,  as  of  this 
writing,  still  Top  Secret  and  therefore  cannot  be  cited  in  this  manu¬ 
script. 
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p*tt«ma  and  ayold  creating  states  idiich  are  too  large/br  too  snail  in 
eenparlson  with  others*  The  changes,  if  not  disapproved  by  the  Military 
Oovemors,  will  be  voted  on  by  the  people  of  the  affected  areas  not  latar 
than  the  aleetlon  of  the  Constituent  Issesiblyt) 

*3«  The  Beating  of  the  Minlsters-President  will  also  be  Infonsad 
that  thqr  are  authorised  to  oonvsna  a  Constituent  Asssstoly  to  be  held 
not  later  than  Ist  SapteBber  I9U8  in  order  to  prepare  a  Constitution  to 
be  ratified  by  the  pi^loipating  states,  to  oomnunlcate  this  fact  to  the 
various  states  and  to  make  the  neeesaary  arrangaaunts* 

The  delegates  to  this  Constituent  AaseBbly  will  be  dioaan  in 
eadi  of  the  existing  states  under  such  procedure  and  regulations  as  shall 
be  adopted  by  the  legislative  body  of  each  of  these  states* 

"5*  The  nuBber  of  delegates  fron  each  state  will  be  in  the  pro¬ 
portion  that  its  population  is  to  the  total  population  of  the  par^oi- 
patlng  states*  (Seats  will  be  apportioned  at  the  ratio  of  1  to  7^>000 
or  a  similar  reconosnded  by  the  Minlsters-President  and  approved  by  the 
Milltazy  Governors*) 

"6*  The  Constituent  Assembly  will  draft  a  desiOBratlo  constitution 
which  will  establish  for  the  participating  states  a  governmental  struc¬ 
ture  of  federal  type  which  ie  best  adapted  to  the  eventuel  reestablish¬ 
ment  of  German  unity  at  present  disrupted,  and  which  will  protect  the 
rights  of  the  participating  atates,  provide  adequate  central  authority, 
and  contain  guarantees  of  individual  rights  and  freedom* 

"7*  IT  the  Constitution  as  prepared  by  the  Constituent  Assembly- 
does  not  conflict  with  these  general  prlndplos  the  Military  Governors 
will  authorise  its  submission  for  ratification*  The  Constituent  Assem¬ 
bly  will  thereupon  be  dissolved.  (Ratification  -will  be  by  referendum 
requiring  a  simple  majority  of  the  voters  In  each  state*)  When  the 
Constitution  has  been  ratified  by  two-thirds  of  the  states,  it  will 
corns  Into  force  end  be  binding  upon  all  states*  Thereafter,  any  amend¬ 
ment  to  the  Constitution  must  be  ratified  by  a  like  majority  of  the 
states* 

"S*  (The  Minlsters-President  of  the  existing  states  will  take 
timely  steps  for  -the  election  of  Assemblies  of  modified  states  so  that 
all  State  Assemblies  can  determine  electoral  procedures  for  ratifica¬ 
tion  of  the  Conatitution,  as  in  paragraph  7*) 

”9*  Within  thirty  days  following  the  coming  into  fore*  of  the  Con¬ 
stitution,  institutions  will  be  established  as  determined  by  the  Con¬ 
stitution* 

‘*10*  Prior  to  the  convening  of  the  Constituent  As8aBd>ly,  there  shall 
be  a  determination  of  the  con-trol  end  administrative  powers  which  the 
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ooounrlag  authorltiae  lutmd  to  retain  as  ragarOs  both  the  proposed 
(linem— it  of  the  pertleipatlJDg  states  and  the  goTemsots  of  Ihe 
states  theaselTes.^ 


Stale*  H  vas  a  "letter  of  adfloe  to  MLlitarjr  Oonremors  regax>dii>g 
Oeanasn  ConetitatlaBy"  and  is  qieted  In  its  entiretj  as  fbUoeet 

"!•  The  Ooramaents  of  the  three  Oeei^iTing  Powers  recegniae  that 
there  are  sereral  waTs  in  whioh  the  daotttraliied  Federal  Ooveineent 
pimLded  in  IBlA3  (final)  can  be  obtained,  and  that  it  Is  Inpossible 
w  dsteralne  if  the  Constitution  satisfies  the  reqixireBants  of  a  decen¬ 
tralised  Federal  Organisation  until  It  has  been  lersiirlned  in  its  whole 
eonteoct* 

Hwewer,  the  three  ^ovemnents  ballenre  that  a  desirable  gowem- 
mental" structure  for  Gennany  shoi^d,  to  the  nuudLaun  extent  possible, 
prorldej 


a*  For  a  bicaneral  legislatlTS  systen  in  which  one  of  the  houses 
mast  represent  the  Individual  states  and  nust  have  sufficiant  power  to 
safegui^  the  Interests  of  the  states  g 

b«  That  the  executlTe  Bust  only  have  those  powers  which  ax>e 
definitely  prescribed  by  the  Constitution  and  that  enorgency  powers, 
if  any,  of  the  executlTe  nust  be  so  limited  as  to  require  prompt  legis¬ 
lative  or  judicial  review; 

c*  That  the  powers  of  the  Federal  Government  shall  be  United  to 
those  e^essly  enumerated  in  the  Constitution  and  In  any  case  shall 
not  include  education,  cultural  and  religious  affairs,  local  government 
and  public  health  (except,  in  this  last  ease,  to  secure  such  co-ordination 
as  Is  essential  to  safeguard  'Ute  health  of  the  people  In  the  several  States); 
that  its  powers  In  the  field  of  public  welfare  be  United  to  those  neces¬ 
sary  for  the  coordination  of  social  security  measures;  that  its  powers  in 
the  police  field  be  limited  to.those  approved  during  the  period  of  the  occu¬ 
pation  by  the  occupying  powers^  and  thereafter  as  defined  by  Intemation  1 
agreement; 


!•  TRZA3  (final)  London,  31  May  19li6«  OMGUS  Civil  Administration  dvliflccx 
files,  KCRC.  SECRET  Pertions  quoted  between  parenthesis  are  slightly 
condensed,  the  rest  verbatiB* 

2.  The  following  understandiag  was  reached  on  this  subjects  1)  The  Mili¬ 
tary  Governors  must  decide  in  detail  what  powers  the  Federal  Govern¬ 
ment  should  have  as  regard  police,  2)  Vhea  the  German  Constituent 
Assembly  preeents  its  projiosals  for  ths  Constitution,  the  Military 
Governors  will  disapprove  the  grant  of  any  powers  rsgarding  police 
exceeding  these  which  they  have  accepted  by  agreement  among  themeelvee 
as  being  neoessaxy. 
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dU  That  th«  powtra  of  tha  Vadaral  Ootmb— >t  la  tha  HiLd  of  puUlo 
flaaaoa  shall  ba  UMtad  to  tha  disposal  of  aoalas  incladtaf  tha  raiBlBg 
af  NfMSMSi  for  pospoaas  for  idddi  It  is  rospoasiblai  that  thb  7adsnl 
OoowBMBt  Mgr  oot  ratoa  and  Isfislato  on  tha  gaaaral  prlnelplaa  of  assoM« 
MBt  with  ragard  to  othar  tsM  for  vhloh  oalfoxaltj  is  sssantlalf  tbs 
eolloetlea  sad  atUlsatloa  of  oo^  tsxas  badag  laft  to  tha  ladirldual 
Statosi  sod  that  it  aagr  approjprlato  foads  cnligr  for  piuposss  for  dileh 
It  la  raspooslbla  uodar  tha  Coastltutloai 

4«  that  tha  Ooeatltatloo  shoold  prorlda  for  aa  ladopsadsnt  Judl- 
edLaxj  to  rwrlsw  fadoral  lagislatioo«  to  rarisv  tha  sKorolsa  of  fadaral 
MSMtlTS  poiiar«  to  adjudioata  eoafllets  batewaaa  fadaral  aad  Laad  author* 
Itlas  as  won  as  batsaaa  Load  aathorltlas  aad  to  protaot  tha  dTll  rij^ts 
aad  fraadoa  of  tha  iadlvldnali 

f*  That  tha  powars  of  tha  Fadaral  Ooramaant  to  aatabllsh  fadaral 
agSDOias  for  tha  axaeutloa  aad  administration  of  Its  raspoasibilitlas 
shooid  ba  olaarlgr  defined  snd  should  be  United  to  those  fields  la  which 
it  Is  Olssr  that  stats  laplssMatatlon  is  iqpraotieal* 

2*  ths  Milltsrx  OoTomors  srs  ohargsd  with  ths  aocaadaotlea  of  ths 
CoastitatioB  la  tansi  of  thsso  guiding  Inatruotlona  bosring  la 
that  tho  porposs  of  such  wsari  nation  is  to  test  ths  provisions  of  tho 
Conatltutioa  as  s  vhols  to  dotsnina  lAsthsr  th07  guarsntss  s  fsdsrsl 
tfpa  of  goTSRnMnt«''J’ 


iansK  sntltlsd  "Lsttar  of  jLdvlea  to  Mllitsxy  Oovaraors  Rsgsrd- 
lag  Powsrs  of  Civil  and  KLlitary  OovamasntSf”  sstablished  ths  prinai« 
piss  for  an  Oooapstlon  Ststuts  granting  Isglslstivsy  sKseutivs  aad 
Jadioial  powsr  to  Ooxasa  OovarnasatSi  rsssrvlag  to  tbs  HUltarf  Oovar- 
aera  tha  powsr  tbt 

"a*  Oonduot  or  dirsot  OoxMiqr's  forsiga  rslatioM  until  sxMh 
tlsw  aa  sha  aagr  bs  psrnittsd  unrsstriotsd  forsiga  rslatlonsj 

b«  laarolsa  tbs  Mnlssai  control  ovor  Qornaa  forsiga  trsda«  sad 
over  Intamsl  poUoiss  sad  asasarss  whldi  oonld  adrsrssilgr 
sffsot  forsiga  trsds#  nsessssrf  to  sasars  rsapsot  bf  tho 
Oornan  mthorttlss  for  obligstlens  satsrsd  into  I7  ths  Oooiqqrw 
lag  Powers  in  ragard  to  Oornasgr  sad  ths  proper  use  of  funds 
nads  sveiUble  to  0snBsn7i 


1*  TitZ/15  (nasi)  Leadoai  12  M^r  19U6,  OMODS  Civil  iMbiatraUon 
SLvlsim  filosi  XOao,  SICRB 
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0*  ficerdse  such  controls  as  have  been  or  may  be  agreed  upon> 
as  for  ennfiLe)  regarding  the  intamatlond  authority  for 
the  RchTt  reparationSf  the  level  of  industiyi  decartellsationj 
disarmament  and  donLlitarlBatlon«  and  certain  aspects  of 
sdantifle  research} 

d.  Protect  the  prestige  and  ensure  the  security  of  the  Occupation 
Fbroes  and  the  aatiafactlon  of  thdr  requirements  dthin  de¬ 
fined  limits  agreed  upon  between  the  Military  Governors } 

e.  fiisure  the  observance  of  the  Constitutions  which  they  have 
approved." 

The  Military  Oovemors  would  restime  exerdse  of  thdr  full  powers  if 
an  eewrgency  arose  that  threatened  security,  or  if  it  was  necessary  in 
order  to  enforce  the  Constitutions  or  the  Occupation  Statute.  They 
would  exerdse  thdr  controls  as  follows  t 

(a)  Amendment  to  the  Constitutions  would  require  approval  of 
the  Military  Governors} 

(b)  In  the  reserved  fields,  Oerman  authorities  would  be  held 
to  decisions  or  dlrectiotis  of  the  Military  Governors} 

(o)  Sbccept  in  special  cases  German  laws  and  regulations  would 
come  into  force  within  twenty-one  deys  vinlesa  disapproved 
by  the  Military  Governors,  after  a  majority  vote,  whenever 
Federal  Government  wae  ooneemed} 

(d)  Before  approving  changes  In  State  boundaries,  the  Military 
Governors  would  agree  on  an  organization  of  MLlitsay  Govern¬ 
ment  In  the  States  concerned. 

Without  restricting  the  powers  accorded  to  the  Germane,  the  Military 
Governors  were,  nevertheless,  to  observe,  advise  and  aaslst  the  Federal 
and  Land  (State)  Governments  in  the  democratization  of  political  life, 
social  relations  and  education.  They  were  to  make  clear  that  the  Ger¬ 
man  people  would  be  accepting  the  Constitution  within  the  framework  of 
the  Occupation  Statute.^ 


1.  TRIA?  (Final),  London,  U  May  I9I48,  (PCUS  civil  AdnLnlstration 
Glvleion  file,  KCRC.  SECRET.  Summarized  here  except  as  quoted 
in  qdotatlon  marks. 
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Tht  dAoisiona  of  th«  London  Conf«r*no«  of  23  Fobruarx  ~  ^  Jnn*  19U6 
oooitltutod  th«  bulo  goTWMMCt^lml  guldaao*  to  all  tiara*  Vaataxn 
MlUtarx  Ooframora  on  tha  formation  of  a  fadaral  lovanaMUt  for  Vaatam 
Qaraanx*  Tha  aooaptahoa  of  tha  oonfarano*  raport  bgr  tha  Qnltad  Stataa 
and  Brltlah  Ooramaanta  vaa  a  foragone  oonolualon*  Balng  In  tha  natura 
of  aKooutlTa  agraanantai  tha  oonfarano*  papara  did  not  rai|alr*  ratifi¬ 
cation  by  tha  US  Congraaa  or  tha  %ltl*h  Parliaiaant. 

Magotlationa  With  tha  Miniatara-Praaidant  Undar  tha  London  Agraament 

Unltad  Stataa  and  Brltlah  aooeptanoa  of  tha  London  raeoaaaaadationa 
ma  axmounoad  by  tha  raapaotira  foralgn  nLniatara  on  9  Juna  19U6*  In 
doing  ao>  Saeratary  of  stat*  Marahall  onoa  mor*  invitad  tha  Soviat  Ooram- 
mant  to  Join  ita  aon*  with  tha  US|  Brltlah  and  Franoh  Zonaa*  Tha  only 
raply  h*  raoeirad  ma  a  not*  of  18  Jun*  from  tha  Pollah  iabaaaadory  pro- 
taating  tha  London  daolaionat  follovad  by  a  raaolution  in  a  similar  rain 
paaaad  at  Varsav  on  2U  June  by  tha  Foraign  Hinisters  of  tha  USSR  and  ita 
satelUtaa*^ 

franoh  aoeaptanoa  of  tha  London  agreement  praaanted  a  apodal  prbb- 
lan.  Under  the  Franoh  Constitution  of  19lt6f  oomblnsd  vlth  a  highly 
fragnantiaad  party  structure  including  strong  axtrano  partiaaf  efforts 
to  overthrow  the  oablnat  war*  difflovilt  to  resist*  Sino*  any  agraaeiant 


1«  Statanant  by  Sac  Marahall  announcing  US  aoeaptanoa  of  tha  raoomMn- 
datlona  of  tha  London  Conf*rane*i  9  Jvn*  19Uoi  Story  In  Doeumanta 
63-81tj  Rots  of  US  Dapt  of  Stat*  to  Polish  AnhaaiaZCr  at  Washington 
and  Baolaratlon  by  the  Foreign  Miniatara  of  tha  USSR  and  Satalllt* 
Countries  at  the  Varsav  Conftrenoa*  2li  June  19U8*  Doouaants  on  Unity 
109-am. 
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which  appeared  to  improve  the  lot  of  the  Germans  was  politically  explo- 
sive*  the  French  Cabinet  found  it  necessary  to  ask  the  National  Assembly 
to  approve  the  London  recoranendations.  As  it  appeared  that  the  Assembly 
might  reject  London  altogether*  Gen  ClcQr  suggested  an  alternate  plan  for 
transforming  the  existing  Economic  Coxincil  into  a  provisional  government.^ 

Undersecretary  of  the  Army  Draper  discussed  the  problem  with  the 
Department  of  State  and  then  cabled  to  Gen  Clay  that  since  French  parti¬ 
cipation  was  held  very  important,  any  reservations  made  by  the  French  in 
approving  the  London  recommendations  would  have  to  be  evaluated  in  V/ashing- 
ton.  Since  Gen  Clay  considered  the  London  agreement  a  minimum  basis  for 
West  German  government,  Draper's  cable  made  him  fear  that  the  US  and 
British  Governments  might  yield  to  French  proposals,  already  being  made, 
for  the  weakening  of  the  London  plan.  On  June  1?  Draper  was  able  to  re¬ 
assure  Gen  Clay  that  BeirLn  and  Douglas  bad  categorically  rejected  all 
such  proposals.  It  was  only  intended,  if  necessary,  to  agree  on  face- 
saving  language  that  might  mollify  the  French  but  would  not  jettison 
the  essential  provisions  of  the  London  agreement.  If  the  French  Asaembly 
should  reject  the  London  Agreement  outright,  or  if  the  French  should  make 
unacceptable  reservations,  Gen  Clay  was  authorized  to  proceed  toward  bi¬ 
zonal  government.  If  the  French  should  make  ambiguous  reservations,  the 
US  Goveninent  wo\d.d  suggest  to  the  British  that  the  program  for  political 


1.  Cable,  CINGEUR  to  D/a,  CC  U650  of  11  June  1?U8,  GAD  numerical  file, 
RO  122,  DRB.  SECRET 
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organiMtion  In  Blaonal  Germany  would  be  Initiated  and  the  French  reser- 
rationa  oonaldered  In  the  meantime*^ 

The  French  Kational  Aaaenbly  approved  the  London  reoonnendatLona  in 
a  reaolutlon  of  17  June  19li8«  idiioh  passed  by  a  margin  of  only  six  votes. 
The  reservations  contained  in  this  resolution  did  not  affect  the  substance 
of  the  London  agreement,  so  that  the  Military  Governors  were  able  to  hold 
their  first  meeting  with  the  Ministers-President  on  1  July  19U6.  At  this 
meeting  Generals  Clay,  Robertson  and  Koenig  explained  verbally  the  sub¬ 
stance  of  the  London  recommendations,  and  then  handed  the  Ministers- 
President  three  documents  which  sunnarized  the  contents  of  Annexes  F,  H 
and 

It  has  been  suggested  by  contemporary  observers  that  the  presenta¬ 
tion  of  the  London  proposals  by  the  Military  Governors  was  couchsd  in 
sofflcmhat  Olympian  language  that  tended  to  alienate  the  German  Ministers- 
President.  In  any  case,  the  latter  declined  to  giv^  an  immediate  answer, 
and  suggested  a  further  meeting  on  20  July  I9U8.  From  8  to  10  July  the 
Miiristers-Presldent  met  in  Koblenz  where  they  agreed  on  comments  on  each 
of  the  Military  Governors'  documents. 


!•  Cable,  S/A  to  CINCEUR,  Draper  personal  to  Clay,  VKR  BU027  of  17 
June  19it8,  (MGUS  AG  decimal  file  010.1  Occupation  Statute,  KCRC. 
SECRET  (downgraded  fron  TS). 

2.  These  documents,  MGMP/^  (ttS)  1,  2  arid  3  respectively,  are  reprinted 
in  Oovern^i  Appendix  C,  and  in  Constitution  43-U5*  A  fourth  docu- 
neni  mentlmed  hy  Q*n  Clay  (Decision  469)  merely  stated  that  Mil  Oov 
adflsere  would  be  available  io  essist  the  Ministers-President  and 
the  Constituent  Assembly. 
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The  Koblens  reeolutiona  of  the  Ministers-President  constituted  by- 
no  means  a  full  acceptance  of  the  London  proposals.  Wiile  the  heads  of 
the  Oenaan  Laander  welcomed  the  Intention  of  the  occupying  powers  to 
cosine  their  zones  into  a  unified  territory,  they  considered  that  "nothing 
should  be  done  to  gire  the  character  of  a  s-bats  to  the  organisation  idiich 
is  to  be  formed,  notwiths-tanding  the  granting  of  the  fullest  possible 
autoncaqr  to  the  population  of  this  territory."  They  indicated  that  tri- 
zonal  institutions  would  have  to  be  recognized  as  having  a  strictly  tem¬ 
porary  character,  owing  their  origin  exclusively  to  the  division  of  Ger¬ 
many  into  Eastern  and  Western  spheres  of  influence.  The  Occupation 
Statute,  th«y  stated,  shoiild  be  proclaimed  before  the  start  of  German 
constitutional  discussions,  so  these  would  have  a  firm  foundation. 

In  the  comments  on  Docuntent  I,  the  Minlsters-Preeident  agreed  to 
assume  the  powers  delegated  to  -them  on  1  July  19lB.  Although  prepara¬ 
tion  of  a  formal  constitution  by  a  national  assembly  should  be  postponed 
until  the  restoration  of  German  unity  and  sovereignty,  they  would  recom¬ 
ment  to  the  Land  Assembllea  election  of  a  "Parliamentary  Council"  charged 
with  drafting  a  basic  law  and  an  election  law.  The  basic  law  would  pro¬ 
vide  for  a  directly  elected  popular  organ  OKerclsing  the  functions  of  a 
democratically  elected  parliament,  as  well  as  an  organ  representing  the 
Laender.  The  Hlnlsters-President,  after  oonsulting  the  Land  Assemblies, 
would  submit  the  basic  law  drafted  by  the  Parliamentary  Council  for  the 
Military  Oovemors’  approval.  Elections  for  the  national  represen-bative 
organ  would  take  place  daring  l^US. 

On  the  second  document,  pertaining  to  Land  boimdaries,  the  Minlsters- 
Preeident  conmented  that  immediate  reform  should  be  llsd-tad  to  Southwest 
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OarauQT  the  US-Prench  Zonal  border  had  split  the  Laender  of  Wuertt«»* 

berg  end  Baden. 

m  general,  the  Minietere-Preeident  agreed  mth  the  Allied  proposals 
for  an  oocupatlon  statute.  They  wished,  however,  recognition  of  the  pre» 
stuqition  that  in  case  of  doubt  the  Oeman  organs  would  be  considered  con- 
petent.  Control  of  German  foreign  trade  should  be  exercised  only  where 
Allied  interests  were  directly  at  stake  or  where  necessary  for  purposes 
of  reparations,  industrial  dLsarmament,  decartelteatlon  or  dendlltari- 
eation*  Occupation  courts  should  restrict  their  jurisdiction  to  cases 
involving  oocupatlon  personnel,  and  mixed  courts  should  be  established 
for  litigation  between  Germans  and  nationals  of  the  occupying  powers. 

The  HLnlsters-President  felt  that  the  question  of  a  Ruhr  authority 
should  not  be  in  the  occupation  statute,  since  this  was  a  specialised 
subject.  Occupation  costs,  on  the  other  hand,  should  be  Included  in 
the  statute.  They  should  be  determined  In  advance  by  the  Military 
Qovemors  Jointly  in  consultation  with  the  German  authorities,  and 
should  not  exceed  a  fixed  percentage  of  the  governmental  budget*^ 

The  Koblens  resolutions  provoked  oome  consternation  in  OMQUS*  They 
were  widely  Interpreted  as  a  rejection  of  the  London  proposals,  and  some 
Nilitaxy  Oovemnent  of fl dais  wondered  >diether  the  German  politicians 
really  wanted  their  own  govemaent  after  all.  Certainly,  by  shifting  the 
frame  of  reference  from  that  of  a  government  to  a  mere  provisional 

L.  Koblent  Resolutions  of  the  Minlsters-President,  10  July  19t48, 

Governing,  Appendix  D,  pp 
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orguilMtlon  which  would  avoid  calling  itaelf  a  state,  the  resolutions 
provoked  a  crisis  in  occupation  policy* 

The  Hinlstera-President  had,  however,  understandable  reasons  for 
proceeding  slowly.  As  Oen  Clay  points  out,  the  narrow  margin  with  which 
the  French  Assembly  had  ratified  the  London  agreement  left  room  for  doubt 
of  the  firaness  of  Allied  policy*  The  Berlin  blockade  had  Just  started, 
and  the  Western  Powers  had  not  yet  demonstrated  their  will  and  power  to 
remain  in  the  city.  Furthermore,  an  appreciable  sector  of  German  politi¬ 
cal  thought,  predominantly  in  the  Social  Democratic  Party,  held  that  there 
was  still  a  chance  to  achieve  Oennan  unity  which  night  be  Jeopardised  by 
setting  up  a  fonaal  government  in  the  West,  and  that  the  population  of 
the  Soviet  Zone  would  feel  that  they  were  being  "written  off", 

Qen  Koenig,  in  line  with  French  thinking  generally,  was  quite  ready 
to  accept  the  Koblenz  proposal  for  a  more  limited  governmental  structure* 
At  an  Informal  meeting  on  20  July,  however,  Generals  Clay  and  Pobertson 
explained  that  the  London  decisions  were  governmental,  that  changes  would 
require  governmental  negotiations,  and  that  the  Germans  would  have  to  ac¬ 
cept  raaponaibility  if  they  rejected  the  opportunity  to  return  government 
to  German  hands* 

There  was  a  further  recess,  and  much  bshind-the-soenes  negotiation, 
during  which  Mayor  Reuter  of  Berlin  explained  that  the  population  there 
and  in  the  Soviet  Zone  would  wlcome  the  strengthening  of  a  free  Germany 
in  the  West.  Finally,  at  a  lengthy  meeting  on  26  July  l^UB  a  compromlae 
was  reached.  It  was  agreed  that  the  Land  Asssnibllea  would  choose  dele¬ 
gatee  to  a  Parliaisantary  Council  and  that  the  document  developed  by  this 
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Counoil  would  b«  known  u  th*  Qnaadgwowtn  whloh,  as  tha  HLnlstars-Praaldant 
polntad  out)  eould  ba  tranalatad  as  "Basle  Constitutional  Lav."  Tha  Nlnla- 
tars-Prosidant  ylaldad  to  tha  MUltaxy  Qowamora  Ij  agraalng  that  tha 
Gjnu^asate  would  ba  aubsdttad  to  a  popular  rafarandua.  Irraagwaanta  oould 
tharafora  ba  nada  for  tha  oonranlng  of  tha  Parllanantaxy  Council  without 
daiay.  Tha  prooaduraa  for  alaotlon  of  tha  nasbars  of  this  Counoil  by  tha 
Land  Assanbllaa  wsra  ragulatad  In  a  protoool  slgnad  bgr  tha  Mlniatara- 
Praaldant  on  8  iuguat 

Tha  Parllanantary  Counoil  Qoaa  to  Work  But  Hits  a  Daadloek 

Aftar  Franoh  ratification  of  tha  London  AgraosMntS)  Washington  had 
not  undartakan  to  prevlda  furthar  guldanoa  or  inatruetlons  to  Can  Clay« 
baoausa  It  was  obvious  that  ha  naadad  maximua  firaadon  to  nagotlata  with 
tha  othar  Military  Oovamors  and  tha  Oaman  polltlolans.  A  oabla  of  13 
July  I9U8  oonflrmad  that  there  would  ba  no  Washington  Intarfaranea  with 


1.  Oovainlng  39-^0|  and  Pacielon  U094ill»  Saa  also  OovarnlM.  Appendix 
D«  Ko\)im  Resolutions  oi  tha  Kinlstars-Presidanti  lo  July  19Uo 
(pp  ^5-551)  I  Appendix  E|  Minutes  of  tha  Third  Meeting  of  tha  Mlll- 
t^  Qovamora  and  Hlnistars-Prasldant  of  tha  Vastam  Zonae  on  tha 
Future  FoUtioal  Organisation  of  Oannanyi  26  July  I9U8  (pp  552-5i6l),> 
and  Appendix  Ff  Miiaatars-Prasldant  Protoool  of  B  An^i  I94B  (pp  5bL" 
562).  Oocupatlon  271-27U  reprints  tha  detailed  oenaants  but  not  tha 
oorarlng  latter  adopted  by  tha  Mlnistars-Prasldant  at  Koblans. 

Litchfield  (Oovaming  38}  dasoxlbas  tha  Koblans  resolutions  as 
"a  disastrously  Irrasponsiela  Osman  more"  whloh  "alaost  daatr^ad 
vastam  Qaxnan  goramsant  in  tha  prooass  of  oonoaptlon.”  While  in 
■view  of  tha  Franoh  attitude  tha  mors  of  the  Mlnlstars-Praaldwit  oould 
ba  orltloiiad  as  umdsai  there  is  no  doubt  that  it  also  aarrad  notice 
on  tha  AlUas  that  they  would  have  to  think  through  and  accept  the 
IspUoations  of  their  new  policy  In  tanas  of  orar-all  Intamatlmal 
relations.  Such  a  reorientation  Is  sgcaotly  what  happened.  As  tha 
Osmans,  under  the  Ig^aot  of  tha  blockade  and  tha  air  lift,  baoaao 
ootnrlnoad  that  they  wore  now  Allies  against  Sovlat  aggression,  their 
attitude  toward  the  oeeupylag  povare  changed  accordingly. 
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the  preparation  of  a  German  Constltutionj  although  the  State  and  Anny  De¬ 
partments  wished  the  opportunity  to  comaent  on  the  first  draft  presented 
to  the  Parliamentary  Council  and  on  the  draft  approved  by  that  body  before 
final  approval  by  the  Mllltaiy  Oovemors,  Sladlarlyi  it  was  contemplated 
that  the  occupation  statute  would  bo  prepared  in  the  theater  and  then  sub¬ 
mitted  to  the  Govemnents  for  final  approval*  The  agreement  on  the  Ruhr 
Contool  Authority,  however,  ae  well  as  the  problem  of  Gsmsan  western 
boundaries  would  be  studied  by  mixed  working  parties  of  State  Department 
and  CMGUS  personnel*^ 

In  August  19U8,  some  uncertainty  in  OMOUS  was  provoked  by  the  publi¬ 
cation  in  America  of  articles  by  former  Undersecretary  of  State  Sumner 
Welles  and  by  Walter  Lipptnann.  Gen  Clay  understood  that  the  latter  had 
been  Inspired  by  John  Foster  Dulles*  These  articles  suggested  that  a 
CFH  meeting  might  deal  with  the  Berlin  Blockade  situation  and  that  the 
United  States  might  modify  its  West  German  plans  to  appease  the  Soviet 
Union#  Gen  Clay  was  assured  however  that*  "It  is  the  firm  position  of 
State  that  neither  London  Agreement  nor  any  other  decision  on  Western 
Germany  will  be  changed  at  this  time  and  no  action  deferred  pending  a 
conference  on  Western  Germany  or  pending  a  decision  by  the  Conference# ‘ 


1,  Cable,  CSOPO  to  CINCEUR,  WAR  5^721  of  13  July  I9UB,  CAD  numerical 
file,  RG  122,  DRB.  CONFIDENTIAL 

2#  Telecon,  between  D/A,  Washington  (SeC  Royall,  Gen  Haddocks,  PScO, 
Gen  Eberle,  CAD  and  Mr#  Bohlen,  State  Dept)  and  CMjUS  Berlin  (Gen 
Clay  and  Kr*  Murthy)*  TT  989O  of  3  Aug  I9I40,  CAD  numerical  file, 
BO  122,  DRB*  SECI^  (downgraded  from  TS), 
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Soring  Anguat  and  oarlj  Soptmbor  1948,  the  lour  Hllltaiy  Ooromor* 

Mt  1a  Btrlln  to  dlsouas  ways  and  aaana  of  snding  the  blockade  and  aolwlng 
the  related  Berlin  currency  qaaation.  The  oourae  of  the  aiaultaneoua 
diploaatlo  negotlationa  in  Moaoow,  In  which  the  attanpt  was  made  to  agree 
on  tnatruotlona  to  the  Kilitaxy  Qovemors,  caused  Oen.Clagr  to  fear  that 
the  US  Oowemawnt  night  weaken  in  its  stand  against  Sorlet  aggression. 

As  he  said  in  a  teleconference  on  2  Septenberi 

"Certainly  we  can  reach  agreement  here.  VIhat  we  do  not  know  is 
how  badly  agreement  is  desired  and  therefore  how  nuidi  we  are  willing 
to  pay  In  loss  of  control  in  Berlin  with  consequent  loss  of  prestige. 

■Acceptance  of  Soviet  terms  will  lift  the  blockade.  . 

In  oonversatlons  with  Secretary  Marshall  and  other  State  Separtment  ofli> 
dais  in  Paris  daring  September  19U8,  Can  Clay  obtained  assurance  of 
govenoMnt  backing  for  his  poli^  of  firmness.  In  the  meantlaei  the 
rapidly  expanding  airlift  built  up  Carman  oonfldanoei  thus  iaprorlng 
the  atmosphere  for  development  of  West  German  government. 

In  preparation  for  the  work  of  the  Parliamentary  Council,  the  German 
Ministers-President  convened  a  group  of  constitutional  eacperts  at  ChimMoe, 
Bavaria,  who  prepared  a  basic  oonstltutlonol  draft.^  The  Council  oonvened 
on  1  SeptaiAer  1948  end  set  to  work  on  the  Chiemsee  draft,  which  went 
through  two  revisions  in  short  order. 


1.  Tdlsoon,  D/A  Vkshlngton  (Sec  Koyall,  Undersecretary  Drapar,  and 
offloiala  of  CAD,  FfcO  and  State  Dept)  and  OMIUS  Berlin  (Qen  Cliy), 
R  1131  of  2  Sept  1948,  CAD  Telecon  File,  BO  122,  DRB.  SECRET 
(downgraded  trm  TS)  Deeiaion  37^377. 

2.  Tha  ChlssMta  proposal  ie  raprinted  In  Conetituticn  64^77. 
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The  two  largeat  parties  In  the  Parllenentaxy  Council  were  the  CDU/ 

C8U  (ChrlatiLen  DMKcretlo  Unions  knoim  In  Beverla  as  the  Christian  Social 
Uhion)i  ahldi  fevorad  states*  rlgtats>  and  the  SFD  (Social  Danocratlc 
Party),  ptaldi  preferred  a  aore  ponorf^  eantral  goremaimt.  A  snail 
group  fToai  the  FDP  (nree  Oasworatlo  Party)  sided  with  the  SPD  on  the 
question  of  centralisation  hut  opposed  the  SPD' a  eoeialist  poUeles. 

By  Movesiber  19lt8  the  preUninary  drafts  of  the  baaie  law  iiwJieated  a 
greater  eentralliation  of  power  in  the  federal  govemaent  than  was  eon- 
tenplated  in  the  London  proposal.  Since  the  President  of  the  Parllanen- 

Oociremmient  eorownt  on  the  various 

drafts  and  since  Can  Koenig  was  hecoalng  alaxned  at  the  aipearance  of 
centralist  tendonoiesj  Generals  Clay  ind  fiobertson  agreed  to  s  end  to  the 
Council  an  aide  meaiolre  setting  forth  the  Allied  view  of  the  re- 

quiranenta  for  a  denoeratlo  and  federal  constitutional  document*  The 
Military  Oovemors  felt  that  the  basic  law  should  to  the  naxiinun  extent 
possible  provide t 

(a)  For  a  bicameral  legislative  system  in  which  one  house  repre¬ 
sents  the  states  and  has  sxiffloient  power  to  safeguard  their  interests; 

(b)  That  the  powers  of  the  executive  be  definitely  limited  by  the 
Constitution,  energenqr  powers  if  any  requiring  prosqpt  legislative  or 
Judioial  review; 

(o)  That  the  powers  of  the  federal  government  be  limited  to  those 
enumerated  in  the  Constitution  exclude  education,  cultural  and  religious 
affairs,  local  government  or  (except  for  limited  coordinating  powers) 
public  health  and  welfare,  federal  police  power  being  limited  to  that 
approved  by  the  Military  Oovemors; 

(d)  That  the  financial  powers  of  the  federal  government  be  limited 
to  raleing  and  disbursing  federal  funds  and  setting  r  ates  ‘  on  taxee  for 
which  uniformity  is  essential,  collection  and  utilisation  of  auch  taxee 
being  left  to  the  IxvdlTidual  states; 

(e)  That  an  independent  iudidary  review  federal  legislation  and 
the  exerdee  of  federal  exaeutlve  power  as  well  as  adjudicating  conflicts 
of  authority  and  protaoting  individual  rights; 

(f)  That  the  powers  of  the  federal  govemmant  to  astabliah  federal 
agandsa  ba  dafinad  and  limited  to  fields  In  which  state  administration 
la  iapraetloauiaj 
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(i)  That  aaoh  eltlam  htTt  aooasa  to  publlo  offLea  on  tha  baaia  of 
lltnaaa  for  tha  Job  and  that  OItU  Sairloa  ba  noo-p6Litloal  la  eharaotari 
(h)  That  a  pfiibllQ  aanraat  alaotad  to  tha  fadaral  lagialatara  raalga 
bafera  aeoaptlnt  alaetioa* 

Aftar  raoalTtag  tha  alda  ■■B0iga«  tha  Parllaaantarjr  Council  raquaatad  a 
aaatli^  of  Ita  rapraaantatlraa  with  tha  thraa  Hllltary  Oonramora.  Thla 
aaatlngi  which  waa  held  on  l6  nd  17  Daoanbor  19U8f  produoad  a  oartala 
olarifloatlon  of  laauaa  but  no  vary  tangibla  raaultat^ 

SBVBliOPINO  THB  MBf  PATTERN  07  OCCUPATION  AIMINISTIiATION 

Adoption  of  a  Oaman  bMle  law  waa  only  part  of  tha  prooaaa  of 
aohlarlng  a  Vaat  Gaiman.goramnant.  Tha  London  daelslona  had  obUgatad 
tha  oooti^glng  powara  to  raaoh  agraanant  on  four  additional  aubjaetat 
Tha  Ooevpatlon  Statutaj  tha  Charter  of  tha  AUiad  High  CoiiiBlaaion«  tha 
Zntamatlonal  Authority  for  tha  Ruhr)  and  tha  Military  Saourlty  Board* 
Thaaa  vara  tha  aubjaota  of  parallal  and  aomattmas  ovarlapplng  nagotla^ 
tiona*  Haranny  waa  aoinatlnaa  laipalrad  by  a  French  notion  that  the  London 
agraanant  oonatltutad  a  lioanaa  to  intarvana  in  blaonal  affaira  ponding 
foalon  of  tha  thraa  aonaai  a  point  of  tIow  with  idiioh  Oanarala  Clay  and 
Robartaon  did  not  agraa*^  Ibcovpi  In  tha  oaaa  of  tha  Rohr  authority^  It 
waa  ooatanid.atad  that  agraaaiant  would  ba  raaohad  in  tha  thaator  and  than 
rarlawad  at  goramnantal  loyal* 

1*  Tha  alda  aaowira  of  22  Nor  19U6  la  oltad  hara  In  auanarlaad  fom* 

Tha  fall  text  appaara  in  Ootwnilngi  Appendix  0^  pp  alao 

In  Oonatittttlon  105iA06*  Baa  alao  Oeramlflg  U0-h2j  Daelalon  1i11p> 
liU  and  iiip«4i20f  and  Conatltutlon  86* 

2*  Daelalon*  p  1|07* 
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ThentT-Level  Negotiations  on  the  Oocu'patlon  Statute 

Qa  18  June  19U8  Under  Secretary  Draper  sent  Oen  Clay  a  rather 

li 

gi^eral  cable  on  t^e  Occupation  Statute*  emphaalaing  Its  governmental 

p 

and  legal  Importance  and  Indicating  that  the  Departments  of  Army  and 
State  proposed  to  ma^  some  Joint  studies  In  the  fleld*^  This  cable 
did  not  restrict  the  freedom  of  QMQUS  negotiators*  who  were  having  diffi¬ 
culties  enough  because  of  French  insistence  on  reserving  powers  that 
British  and  US  Military  Government  considered  had  to  be  granted  to  the 
Germans.  In  August*  however*  idien  Gen  Clay  recommended  that  the  Occu¬ 
pation  Statute  be  as  short  as  possible*  he  received  a  reply  listing 

restrictions  desired  by  the  Department  of  the  Amy  that  would  have  made 

2 

the  Statute  long  and  legalistic* 

Gen  Clay  considered  his  Instructions  flexible  enough  to  authorize 
presenting  a  less  restrictive  proposal  in  theater-level  negotiations. 

On  U  October*  however,  the  Department  of  the  Amy  commented  in  a  tele¬ 
conference  that  the  OMGUS  draft  was  "most  general  and  probably  does  not 
reserve  to  occupation  authorities  adequate  powers  for  protection  and 
operation  of  the  Forces."  Kor  did  ib  give  the  Germans  adequate  protec¬ 
tion  from  the  occujMition  authorities*  particularly  with  respect  to  civil 
liberties. 

The  differences  between  Washington  agencies  and  OMGUS  hinged  largely 
on  the  queetlon  idiether  the  language  of  the  Occupation  Statute  should  be 

1,  Cable*  O/A  to  CINCGUR*  Draper  personal  to  Clay*  WAR  8I4I36  of  16  June 
I9U8*  CHIUS  AG  Decimal  File  010.1  Occupation  Statute*  KCRC.  SECRET 
(downgraded  from  TS) 

2.  Decision*  pp  ltl2-13, 
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g«n«r«l  or  spoeiflc.  Adhere  Gen  Cla7>  for  lx»t«nce,  hed  reserved  the  powr 
to  "eserolBe  the  mAvkAwnm  control  over  Oenun  foreign  trade  and  foreign  «k- 
ohange*  •  •  neoeaaary  to  insure  respect  for  obligations  entered  into  by 
the  oooupTlng  ponersi”  the  Deipertawnt  of  the  Irsgr  fblt  that  the  controls 
should  be  spelled  out.  (SOUS  countered  elth  the  objeetion  that  departing 
fron  the  generalised  London  uoitilng  would  lead  to  a  flood  of  detailed 
technical  control  proposals  froa  the  French  and  British.  It  vas  held  in 
QMGUS  that  the  Statute  should  list  the  esMrgency  powers  of  the  Military 
Oovemorsi  the  naimsr  of  their  exercise  bsdng  covered  ssparataly  in  the 
Tripartite  Fusion  igreeswnt.  The  Department  of  State  felti  however)  that 
an  unqualified  esMrgenoy  power  infringed  too  seriously  the  self-gevexnsent 
rights  of  the  GenssnS)  and  therefore  that  the  Statute  should  state  exact¬ 
ly  how  such  power  was  to  be  cxeroiBed*^  The  substance  of  some  of  the 
Washington  oomnenus  indiu«t«d  their  srigit!  in  taohnlcal  branohas  of  tha 
Department  of  the  Amy)  such  as  the  Amy  Service  Forces )  which  feared 
that  tha  rellnqulahswnt  of  ooeupation  rights  would  mske  thslr  functions 
in  ths  thsater  mors  difficult.^ 


!•  Lit)  Oarl  J.  Frltdrloh  to  Kurt  QIsssT)  18  May  195U. 

2f  A  nartiottlar  subjaot  of  attack  was  Artlola  l6  of  ths  0MDU8  draft 
whloh  prohibited  rsswval  of  food  frosi  the  Oeman  eoonesqT)  linltad 
oeal  and  eleetrlelty  usage  and  indigmous  personnel  of  tha  eeoupa- 
Uen  feroM  and  halted  requleltionlng  of  furniture  and  additional 
real  sstate*  Flans  and  O^^rationt  thought  that  the  paragraph  might 
prerant  obtaining  housing  and  furniture  naoded  for  si'rlift  porsennol 
and  troop  rtinfercomenta*  Loglitloa  opnoied  surrendarlng  exiating 
right#  to  meet  occupation  requirements  by  requisition  on  ths  Oeman 
aoonesV)  and  the  Army  OosB^reller  oonsidered  that  the  paragraph  would 
Itad  to  the  nosd  for  additional  appropriatlona.  Dispoaitlon  aheet 
with  attached  paporii  ortgiaatad  by  SAP  on  5  Oct  and  noted  by  0^  on 
7  Dot  UB|  with  attaehod  edblo  (dlspatchod  as  WAIiX  pohTF  of  8  Oot). 
wmod  SoelMl  filo  Olh  Osmsny)  ?fi  122«  DRB.  SIORST  (downgraded 
from  T8)t  Additionsl  eesnents  and  queetlona  in  ssbm  vein  are 
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On  8  October  19U8  the  Department  of  the  Anry  cabled  its  own  comaente 
and  those  of  the  State  Department  on  the  OMIUS  draft  Occupation  Statute* 
These  were  largely  technical  but  included  the  follow. ng  substantial  points: 

(a)  The  preamble  should  state  clearly  the  basic  purposes  of  the 
Statute,  namely,  to  unify  occupational  authority}  without  relinquishing 
the  supreme  authority  of  the  occupying  powers  to  limit  its  exercise  and 
to  further  the  initiative,  responsibility  and  authority  of  the  Germans} 
to  guarantee  to  the  Germans  basic  civil  liberties}  and  to  demarcate  the 
authority  to  be  exercised  by  the  occupying  powers  and  the  German  adminis¬ 
tration, 

(b)  The  provision  authorizing  veto  of  German  legislation  should  not 
be  limited  as  to  reasons* 

(c)  On  the  matter  of  reserved  powers,  the  Arny  preferred  the  OMDUS 
draft  but  the  State  Department  suggested  that  the  language  reserve  fields 
of  action  rather,  than  particular  controls  eaercised  within  these  fielde, 
which  the  OMOUS  draft  had  done, 

(d)  The  conditions  under  which  the  Military  Governors  might  de¬ 
clare  existence  of  an  emergency  should  b  e  specified. 

(e)  In  spite  of  Its  evident  usefulness,  the  power  to  require  dis¬ 
missal  of  German  public  servants  should  be  deleted  as  particularly  odious 
to  the  Oermaiu* 

contained  in  cables  WAR  9ll»31  of  25  Oct  and  WAR  91719  of  29  Oct  U8* 
CAD  Numerical  File,  RG  122,  DRB*  SECRET 

Cable,  CINCEIIR  to  d/A,  Clay  personal  to  Draper,  CC  6123  of  29 
Sept  U8  (containing  OMQUS  version  of  the  Occupation  Statute),  OMDUS 
10  Decimal  File  010*1  Occupation  Statute,  KCRC*  SECRET  (downgraded 
ft-om  TS)}  Telecon,  between  D/A  Washington  (officials  of  CAD,  OUSA 
and  Office  of  Any  Cong)troller)  and  CMOUS  Berlin  (officials  of  Legal, 
Budget  and  Fiscal,  Civil  Administration,  Civilian  Research  Control 
Divisions  and  Control  Office),  TT  1360  of  U  Oct  I48,  CAD  Telecon  File, 
RD  122,  DRB*  SECRET  (downgraded  from  TS), 
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(f)  RraviBlons  in  th«  OH3US  draft  oeeupatiaiMl  raqilrBcwita 

might  prove  «d>arraaeing  in  the  eeee  of  e^^ended  eirllftey  Inoreese  of 
oooupetlooel  foroeoj  ate«^ 

A  comparison  of  the  original  (MHIS  draft  Occupation  Statute  and  the  draft 
In  process  of  tripartite  negotiation  in  Deoenher  19U8  suggests  that  al> 
though  these  oossnents  nay  have  been  considered,  they  were  apparently  not 
followed.  Although  Gen  Clay  favored  a  "short*  Oeeupatlon  Statute,  the 
tI,S,  draft  negotiated  during  this  period  was  at  least  twice  as  long  as 
the  Statute  finally  adopted,  idiile  the  U.K,  and  French  drafts  were  even 
longer. 

Although  the  negotiations  in  the  theater  narrowed  the  nuaber  of 
points  of  disagreements  in  the  Occupation  Statute,  those  that  remained 
were  thorny.  On  31  October,  Qen  Clay  listed  several  issues  that  he 
thought  night  have  to  bo  settled  at  goremmental  level.  These  included 
Military  Oovemnent  Jurisdiction  over  displaced  persons,  tMch  the  British 
wished  to  abandon  and  establishment  of  a  neutral  oouz^  to  Interpret  the 
Occupation  Statute,  a  proposal  that  the  French  would  not  accept.  The 
French  also  objected  to  pooling  ocoupatlen  costs,  since  they  Wished  to 
remain  free  to  Inpose  special  requirements  on  the  French  Zone  Laender, 
Continued  French  references  in  disoussions  to  the  responsibilities  of 
sonal  commanders  and  to  control  of  stats  govemesnt  suggssted  that  the 
French  intended  to  be  soMswhat  Independent  in  running  their  Zone 


1.  Cable,  D/A  from  CSCAD  to  CINCEIIR  personal,  UMa  90b79  of  8  Oct 
1916,  OMQCS  iO  Deeljial  File  010,1  Occupation  Statute,  KCRC. 
SKRSr 
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regardless  of  trlaonal  fusion.^  Oen  Clay  followed  these  observations 
with  a  long  cable  of  22  Noreaiaer  In  whldi  he  oooplalned  of  French  poli¬ 
cies  genarally>  pointing  to 

”•  •  •  n  increasing  conflict  between  Aneiiean  and  French  polled 
which  leads  to  alaiost  dally  dlsagreeaMnts  in  our  operations  in  Qermany. 
We  propose  to  re-eetabUsh  a  self-sustaining  Oermany  at  the  earliest 
possible  date  as  we  believe  such  a  Qermany  essential  to  a  sound  Eurov 
pean  eeonoay  and  also  to  stop  the  continued  need  for  financial  support 
frost  the  United  States*  »  •  our  efforts*  *  *ere  in  direct  conflict  with 
Fhench  desires  to  retard  German  recenrery*'*^ 


By  17  December  19U8«  negotiations  on  the  Occupation  Statute  had 
reached  a  point  where  the  Military  Governors  were  unable  to  resolve 
their  remaining  differences*  Accordlngly>  a  draft  Joint  text  of  the 
Occupation  Statute  was  prepared*  giving  the  agreed  text  as  far  as  it 
went  with  alternate  wording  for  those  articles  still  in  disagreement* 
These  involved  such  subjects  as  the  extent  of  coiitrol  over  German  for¬ 
eign  trade*  industry  including  oartels*  and  scientific  researchj  respon¬ 
sibility  for  displaced  persons j  German  consular  representation  abroad; 
the  Jurisdiction  of  German  courts;  and  the  machinery  for  adjudicating 
appeals  under  the  Statute.  A  report  of  the  three  Military  Governors 
referred  the  Occupation  Statute  to  the  three  Governments  for  further 
negotiation*^ 


1*  Cable*  CINClKrR  personal  from  Clay  to  D/A  for  CSCAD*  CC-652S  of  31 
Oct  I9U6*  ONGUS  AO  Decimal  File  010*1  Occupation  Statute*  KCRC* 
SECRET  (downgraded  from  TS)* 

2.  Almost  the  entire  text  of  this  cable  is  ejaoted  in  Dedsion  I|1U-1;16. 


3*  Report*  of  the  Military  Governors  of  the  Frendi*  U*S*  and  British 
Zone  of  Oecvqpation  in  Oermany  on  the  Occupation  Statute*  with 
ettached  draft  Joint  text  of  the  Occupation  Statute*  Appendices 
"A*  and  <Q”  to  TRIB/F  (1(8)  li(A  -  tQB/P  (1(8)  1/6*  I7  Dec  19l(8* 
OHCUS  Civil  Administration  DLvisicn  File*  Occupation  Statute* 
ECRC.  SECRET 
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Th<ater  N«goti»tione  on  Tripartite  Mllitiy  Oovnimwnt  yu»lon 

Trlpurtlt*  oonvvrsttlons  had  alao  baan  taking  pXaoa  in  the  thaatar 
on  tha  parlndplaa  for  triaonal  fusion  of  the  MUltarjr  Oovarnaanta.  Tba 
naln  Isauaa  In  thla  field  iiara  tha  r  aoognltlon  of  the  major  United  Statea 
voloe  In  eeononlo  nattera  naeesaltatad  by  Amerloan  financial  aiqpport  to 
the  three  Zones  and  the  relation  betMean  tripartite  and  aonal  controls 
over  Oeman  goremaant*  There  was  little  or  no  oonmmloatlon  between 
Washington  and  the  theater  on  tzlsonal  fusion  during  the  latter  half  of 
19U6«  but  as  Oen  Clay  writes,  "I  did  not  fa«l  that  our  negotiations  In 
Oennany  had  gone  far  enough  to  develop  basic  differences*"^ 

Xt  Is  worth  noting  In  passing  that  OMQUS  plannere  wwe  thinking  of 
an  Integrated  tripartite  control  agency.  There  would  be  a  tripartite 
HlUtary  Oovemment  Board  with  rotating  Chalmanshlp  and  a  single  dlreo- 
tor>«eneral  for  each  of  the  following i  soonoado  affairs,  gov’emnental 
affairs,  education  and  culture,  damllitarlBation,  legal  advioe,  secre¬ 
tariat,  and  management  control*  Professional  staffs  would  be  assigned 
at  the  ratio  of  two  US,  two  UK  and  one  Prench  member,  >riio  would  for  logis¬ 
tic  purposes  continue  as  employees  of  their  respeotlve  governments*^ 

Occupation  Statute  and  Puaion  are  Refarred  to  the  Djulowatic  Level 

The  Occupation  Statute  and  the  trlional  fusion  question  were  re¬ 
ferred  to  a  wqrking-level  dljd.omatlo  oonferonoe  to  meet  la  London  on 


1*  Deelalon  Ul7« 

2.  Sraft  tripartite  anaeeHat  for  the  organiiation  of  Military  Qovem- 
ment,  2$  August  19U8|  Kanorandum  from  Urector  of  OMOUS  OlvU  Ad- 
mlaistratlea  Utlalon  to  Chairman  of  the  Coamdttea  on  Tripartita 
Military  Oovammaiit  Organtaatlon,  20  Jan  19U9|  OIOU8  dvll  Adalnla- 
tratloa  Olvlalon  Flla  "Oeneral  Mattara,"  XCRC*  SECSEt 


SECIEI 


SECIET 


17  Januaiy  19U9t  Theater  advice  on  instructions  for  the  American  dele¬ 
gation  were  sought  in  a  series  of  State-Any-OHOUS  teleconferences*^ 

The  instructions  sent  to  the  del^atlon  on  I8  January  19U$'  were  in  sub-  li 
stance  to  work  out  technical  details  with  the  British  and  French  but  to 
reserve  the  Q«S,  position  on  ultimate  support  of  the  Conference  reca»* 
mendation  until  tripartite  agreement  should  be  reached  on  certain  essen¬ 
tial  points*  These  were  considered  to  bet 

(1)  Vhile  U*S.  makes  major  contribution  for  Imports,  it  should 
have  controlling  voice  in  agencies  dealing  with  foreign  trade  and  ex¬ 
change* 

(2)  Other  reserved  powers  should  be  exercised  by  majority  vote* 

(3)  Individual  Military  Qovemor  should  be  able  to  appeal  exer¬ 
cise  of  powers  under  (1)  and  (2)  to  governments*  Such  appeal  would 
suspend  action  thirty  days  but  no  longer  in  case  of  governmental  dis¬ 
agreement* 

^  (U)  The  three  Military  Governors*  as  the  Tripartite  Board,  would 

have  an  organisation  functioning  throughout  the  trisonal  area  so  that 
reserved  powers  would  not  be  exercised  on  a  zonal  basis* 

(5)  Trlzonal  agreement  should  continue  so  long  as  C.S*  makes  major 
import  contribution* 

Since  the  United  States  considered  certain  aspects  of  the  Occupation 
Statute  and  the  Trlzonal  Fusion  Agreement  inseparable,  the  delegation 
was  instructed  to  discuss  these  points  in  both  documents  simultaneously* 


In  the  meantime,  Qen  Clay  had  coraplalnod  that  he  was  unable  to  under¬ 
stand  his  copies  of  cables  from  London  to  the  Sbte  Department,  since  he 
had  not  been  furnished  copies  of  the  redrafts  of  the  Occupation  Statute 
that  were  to  be  dlecuaeed*  In  the  cable  relaying  the  delegation's 


1*  Memorandum  for  Record  with  Mlinitee  of  Teleconferences  held  31  Decem¬ 
ber  19lt8  end  Jan  I9U9  between  OHQUS  and  Dept  of  Amy  and  State  re. 
Oceupation  Statute,  Civil  Administration  DLvislon,  GMIUS  5  Jan  19U9i 
(BOUS  Civil  A<tainistration  File,  Occupation  Statute,  KCRC.  SECB£C 
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tnatruetloDB  to  0«a  Cligr*  th«  B^partnont  of  the  Axegr  added  alnoat  ea  -  aa 
afterthought  that  the  State  SepartaMut  had  made  iH  the  arraageMnta  for 
the  eonferenoe  without  Separtaant  of  the  An^  ooncurrence*  Only  the  d^r 
before  the  oonf erenoe  ma  agraaiBant  reached  and  the  deelalon  made  that 

i 

the  Departaant  and  prefarably  CSCUS  aa  veil  ahould  be  repreeented  on'  the 
U.St  delegation*^  i 

I 

Oan  Clay  vaa  not  optiniatlc  about  the  forthoonlng  London  Conferenoe. 
Ha  atm  believed  vhat  he  had  told  Secretary  Royall  in  late  Deeaoiber  19U8f 
that  the  only  vay  to  aettle  outstanding  differanoea  would  be  for  the  three 
Foreign  Hiniatera  to  ait  down  together  and  agree  on  a  "paokaga*  aolution* 
The  Department  of  the  Army  indicated  that  this  view  was  gaining  acceptance 
in  Uaahlngton  ainoa  reserved  powers  and  the  eKeroisa  thereofi  Importa  and 
oooupation  coats  were  all  parts  of  the  sane  problem*^ 

Agreeaenta  are  Reached  on  Ruhr  Control  and  Military  Security 

Although  the  negotiations  on  the  International- Authority  for  the 
Ruhr  were  ooBqplioated  at  the  start  by  a  French  protest  against  Law  No* 

75i  the  biaonal  reorganiiation  of  the  Qeman  ooal  and  a  tael  industry* 
they  led  to  results  muoh  faster  than  in  the  case  of  other  subjeota  under 
disoussien*  The  Ruhr  oonfarenoa  was  opened  in  Lonadon  on  11  Novaaber  19UB. 


1*  Oablasi  cnoWR  to  D/A*  Olay  personal  for  Drapar  CC-7U62  of  18  Jan 
19ll9«  SBORBT  (downgraded  from  TS)|  5A0DS  to  CINOBOR*  taB^2970  of 
16  Jan  19U9i  SIORIIj  CAD  Muawrioal  Fils*,  Ra-122*  12)B* 

2.  Decisioo*  1(174(20j  Taleoonfaranoa  of  k  Jan  19ii9  as  dted  in  Note 

1*  p  5*  sicmt 
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Instructions  to  the  United  States  delsgatioi;.  heodad  by  *!nha??“dcr  Ocn^ias* 
were  fonnulated  in  the  State  Depctrtiaent  and  cabled  to  CMIUS  ijnonediateljr 
before  the  Conference.  To  save  time*  Gen  Clay  was  authorized  to  repeat  ^ 
his  conaents  and  auggestions  for  char.ges  directly  to  Anibassador  Douglas. 
Two  nentbers  of  OIDUS^  including  the  Economics  Adviser,  were  also  appointed 
as  members  of  the  delegation*^ 

During  the  first  days  of  the  Conference  Forrest  Hannaman,  one  of 
the  OlCrUS  representatives,  objected  to  State  Department  instructions  on 
the  relationships  between  the  Ruhr  authority  and  QMIUS,  the  ECA,  and  the 
OEBC.  The  Department  of  the  Army  agreed  that  the  instructions  given  to 
Anhasaador  Douglas  on  this  subject  were  "complicated,  unclear,  and  capable 
of  contradictory  interpretation,  .  A  few  days  later,  the  Department 
advised  Qen  Clay  thati  "Already  it  is  becoming  clear  to  the  responsible 
individuals  that  there  are  important  considerations  which  apparently  were 
not  taken  into  account  when  instructions  to  Ambassador  Douglas  on  this 
matter  were  prepared. 

A  more  important  subject  was  the  question  whether  the  Authority 
would  be  limited  to  allocating  the  products  of  the  Ruhr,  as  the  United 
States  contended,  or  would  ccsitrol  the  management  of  Ruhr  industries  as 
the  French  demanded.  Oen  Clay  made  clear  his  strong  objections  to  the 


1.  Cables,  W1  to  CINCEUR,  OUSA  to  Clay,  WAR-9190U  of  2  Nov  IjUBj  WD  to 
(M3US  and  MA  Qigland,  WARX-9205i»  of  U  Nov,  WAHX-92132  of  5  Nov, 
VIARX-922UU  and  922li$  of  9  Nov,  and  UARX.?2i|00  of  10  Nov  19U8j  CAD 
Numerical  Fils,  RO-122,  DRB.  SECRET 

2.  CAble,  m  to  CINCEUR  and  KA  England,  WARX-?2661i  of  16  Nov  I9U61 
D/A  to  CINCEUR,  WAR  ^2931  of  I9  Nov  lpli8|  CAD  Numerical  File, 
RQ-122,  DRB.  SECRET 
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Frtnoih  propottl*^  Tha  dlaagraanant  was  finally  aolvad  ty  a  oonpromiaa 
raooaMpadad  \if  Qan  Olay*  Thta  vaa  that  bafora  tanaLnatloa  of  adlltary 
loramaant  a  tripartita  atudy  vould  raooaMnd  idiloh  oontrol  raaponal- 
billtlaa  Qorrantly  axarolaad  by  tha  AUlad  Staal  and  Coal  Control  Croup 
ahoi;G.d  ba  t  ranafarrad  to  tha  Ibihr  authority*  Tha  oonfaranoa  vaa  thua 
abla  to  agraa  on  tha  Chartar  for  tha  Intaxnatlonal  Authority  for  tha 
RuhTi  vhloh  vaa  publloly  announead  latar  in  Daoanbar  19UB  although  not 
algnad  until  26  April  19U9«^ 

Tha  nagotiatlona  on  tha  Military  Saourlty  Board  vara  tha  laaat 
arantful*  Thaaa  raauU  ad  In  an  agraamant  batvaan  tha  Military  Qovamora 
on  17  Daoaahar  I9U8  that  vaa  aoMunoad  to  tha  pubUo  on  17  Jmiuuy  19U9* 
Tha  raaponslbllitlaa  of  tha  Military  Saourlty  Board  vara  to  oovar  tha 
vhola  fiald  of  dLaamamant  and  domllltarliatloni  taking  into  oonaidara^ 
tlon  lava  and  dlraotivao  agraad  alraady  on  a  quadrlpartita  baala*  Ita 
funotlona  Indudad  prwantlon  of  tha  ravlTal  of  military  or  para>adlltary 
orgaxiiiatlena  or  of  tha  nUltarlatlo  aplrltf  prorantlng  tha  nanufaotura 
of  anaa  and  prohlbltad  Itanay  Inaurlng  that  aolantlflo  raaaaroh  vould  not 
ba  dlraetad  to  varllka  andti  and  pranranting  oraatlon  of  a  var  potantlal 
in  oonnaotlon  vlth  aarohant  ahlpping  and  oItII  air  llnaa*^ 

1 

1*  Cablai  d/a  to  HA  Ihgland  (quoting  Can  Clay)i  MAliX>80666  of  U  Dao 
I9U81  CAD  Muaarloal  FUoi  B0-122«  DRB*  SSOHSri  Daoialon.  pp  336-3U0* 

2*  Daoialon  338-339i  Oablaai  D/A  to  CZX0IUR«  SA008  paraonal  for  Clayi 
ilUt-cl0&9  of  10  Dae  19U8  and  HIR-Sliite  of  16  Dao  19U81  GAD  Vuaarloal 
FilOf  K)-122|  nB*'  SKipeTi  CoBiaaniqao  on  alx-powar  awatlnga  to  aa- 
tabllah  an  Intamatlonal  Authority  for  tha  Ruhr*  OoouBatlon  26L>290. 

3«  Thraa^powar  aatabliahawnt  of  tha  MUiltary  Saourl^  Beardi  Praao 
Btatanant  and  DAraetlva  on  Organiaatlonf  Stonr  in  Doeananta  102^S« 
Qaoanatloa  277-280,  — — - 
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ESTABLISHMENT  OF  WEST  GERMAN  GOVERNKENT  AMD  FNASE-OIJT  OF  MILITAKX  GOVERNMENT 

In  Loodon  and  In  Bonn  i 

At  til*  London  conferanoe  idilch  opened  on  17  Januex7  t-he  US 

Delegation  waa  headed  by  Minister  Julius  C.  Holmes »  the  second  ranking 
diplomatic  officer  of  the  US  fiehassy  in  London.  The  Department  of  the 
Amy  representative j  Lt.  Col.  Gerard  B.  Crookj  did  not  arrive  in  London 
until  23  January  19U9. 


Commenting  after  the  end  of  the  conference.  Crook  noted  the  follow¬ 
ing  attitudes  on  the  part  of  the  part  of  the  British  and  French  Delegations: 

"a.  British  unwilling  to  oppose  France  on  issues  which  were  con¬ 
sidered  politically  critical  by  the  present  French  Ooveriment. 

"h.  British  policy  towards  Germany  appeared  to  be  motivated  to 
some  degree  by  fear  of  future  German  Industrial  and  coimerical  oompe> 
titlon.  The  U.K.  Delegation  attempted  to  avoid  disclosing  this  motive, 

"c.  With  respect  to  the  U.S.,  the  British  were  anxious  to  avoid 
placing  the  U«S,  Military  Governor  in  a  position  where  he  could  employ 
a  domli  uit  voice  to  veto  German  social  legislation  which  would  be  con¬ 
sistent  with  Labor  Party  philosophy,"^ 


Negotiations  were  further  complicated  by  two  French  demands.  One 
of  these  concerned  the  port  of  Kehl  opposite  Strasbourg,  for  which  the 
French  had  established  a  special  regime  and  whj.eh  they  desired  to  con¬ 
trol  on  terms  practically  equivalent  to  annexation  to  France.  The  Kehl 
issue  was  used  as  a  bargaining  point  to  obtain  US  concessions  on  other 
questions.  At  the  came  time,  the  French  were  desoandlng  that  Noz^  Baden 


1.  Henorandum  from  Lt,  Col.  Gerard  B.  Crook  to  Gan.  Haddocks,  Subject! 
Report  On  London  Negotiations,  (Jan  to  April  19U9)  lU  i^pril  1949, 

P  and  0  Dedjsal  FLl*  091  Germany,  DRB.  SBaOI 
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■houLd  be  treneferred  to  their  tone*  e  propoeel  which  Qmerel  Clagr 
opposed  eetegorloelljr  politleel  ead  logietlo  reeaone.  While  the 
Baden  leaue  waa  dlaoaaaed  oal^r  in  the  theater  and  through  direct  fraaoo- 
Anerloan  dlplonatlo  oantactSf  the  question  nenrertheleaa  lurked  In  the 
background  of  the  London  negotiations* 


Concerning  the  role  of  the  British*  Crook  reportedi 

"•••While  the  U*K*  Delegation  attenpted  to  pose  aa  a  moderate  ooxv 
ciUatort  bridging  the  gap  between  dlsnetrlcally  opposed  U*S.  and  French 
positions,  the  British  at  tinea  gave  the  inpresslon  that  they  had  reached 
an  understanding  with  the  French  on  several  lasuaa  of  iiqportance  to  the 
latter*  and  expected  In  return  French  support  on  questions  In  idilch  the 
U*K.  had  a  prinary  interest.  Oeoasiona31y>  It  seened  that  French  ob« 
atructioniat  tactics  were  ei^oyed  for  the  convenience  of  the  British."^ 


During  the  first  two  we^s*  the  oonferenoe  made  fairly  rapid  pro> 
grass  toward  agreenant  on  the  Occupation  Statute*  Qen  Clay  felt  that 
this  progress  was  being  purchased  by  too  many  concessions  by  the  US 
delegation.  On  30  January  19h9»  he  cabled  to  Draper  that  reports  from 
London  suggested  British-French  collusion  outside  the  conference  and 
that  the  United  States  was  losing  ground  on  all  issues.  He  urged  that 
the  London  confer enoe  beadjoumed  In  favor  of  a  high-level  conference 
to  oonsider  all  leaues.  Since  the  Osmans  had  bsen  prondsad  a  text  of 
the  Occupation  Statute  on  which  they  could  eomnont*  he  suggested  release 
of  the  agreed  portions  to  permit  progress  by  the  Parliamentary  Council*^ 


1.  Ibid.  I  Tabs  "A"  end  "B")  Cable,  CINCEUR  to  D/A  Aron  Olay  to  SAOUS, 

IKFC  18^  of  15  Jan  19U9,  CAD  nunsrloal  file*  RD  122*  DRB.  SBCRET 
(downgraded  Aron  TS) 

2.  Cables  t  CSCAD  ICO  to  CINCEUR,  WAR  63159  of  2$  Jan  (repeating  Steta 
Dept  instruotione  to  London),  SECRET}  CAD  to  MA  England,  info  CINCEUR, 
WIRZ  83b21  of  29  Jon,  SBCRBTi  and  CINCBDR  to  D/A  Aron  Clay  peraonal 
to  Draper,  CC  7600  of  30  Jan  19U9»  SECRET  (downgraded  Aron  IS) j  CAD 
Nunsrloal  File,  RQ  122,  ERB. 
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Draper  replied  that  Washington  did  not  consider  the  London  dis¬ 
cussions  to  be  in  an  impasse  nor  totally  unsatisfactory  to  the  United 
States.  The  State  Department  was  not  yet  ready  to  call  a  high-level 
conference  to  reach  a  "package*  agreement  as  Clay  had  suggested.  Con¬ 
sideration  would  be  given  to  'Uie  proposal  to  release  agreed  portions  of 
the  Occupation  Statute  if  the  negotiations  should  break  down.  Draper 
also  asked  Gen  Clay  not  to  discontinue  theater  negotiations  on  technical 
phases  of  the  fusion  agreement^  as  the  Department  of  the  Any  did  not 
want  the  entire  fusion  question  moved  to  the  governmental  level,^ 

In  a  further  eocchange  of  cables  Gen  Clay  indicated  that  he  had  no 
further  eomnent  on  the  Occupation  Statute  except  that  the  United  States 
had  made  too  many  concessions  already.  The  document  waa  now  so  restric¬ 
tive  as  to  make  a  responsible  West  Qeman  Government  impossible.  Gen 
Clay  did  not  wish  negotiations  on  trizonal  fusion  to  take  place  in  two 
locations  simultaneotisly.  Hia  final  position  for  the  United  States 
night  be  reversed  or  repudiated  elseirtiere  and  "that  has  happened  so 
often  that  my  ability  to  negotiate  here  is  destroyed."  Clay  also  re¬ 
jected  the  Department's  suggestloxis  that  OHGUS  send  a  representative 
to  London.  The  only  person  famLllar  wL  th  the  issues  of  trisonal  fusion 
was  Gen  Clay  himself i  and  the  General  did  not  feel  that  his  participation 
in  the  conference  would  be  appropriate *2 

1,  Cablai  D/1  to  CINCEUR  from  Draper  personal  to  Clay,  WAR  831*25  of  30 
Jan  19lj9i  OICUS  AO  Decimal  File  010,1  Occupation  Statute,  KCRC. 

SECRET  downgraded  from  TOP  SECRET. 

2,  Cables,  CINCBUR  to  C/!s,  from  Clay  peraonal  for  Draper,  PMPC  279  of 
31  Jan  19l9,  D/A  to  CINCEUR,  WAR  631*68  of  31  Jan  19U9j  and  CINCEUR 
to  C/S  for  CAOAS,  TMPC  28?  of  1  Feb  191*9}  CAD  Numerical  File,  PC  122, 
DRB.  SECRET  dow^raded  firoai  TOP  SECRET 
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Bf  8  Fabruaxj  the  London  Conference  reeched  agrement  on  e  text  of 
the  Oooi^atlon  Stetate«  except  for  the'^cMpoeltion  of  the  high  court  to 
be  eetebUehed  to  interpret  the  Statute.  The  US  and  British  Deldgatlons 
vented  ^^enean  representation  on  the  court|  ^to  t^eh  the  Fnenoh  objected. 
Since  thi  other  busineaa  of  the  conference  vas  vjay  no  naans  sottled«  the 
natter  vas  left  open.  Later  the  French  indicated  that  they  vobld  accept 
a  Oeman  on  the  court  if  the  United  States  and  British  wo\ild  accede  to 
the  French  demand  on  Kehl.^ 

The  draft  of  the  Occupation  Statute  agreed  in  London  on  8  February^ 
I9U9  was  not  communicated  to  Qen  Clay  until  toward  the  end  of  that  month. 
Clay  felt  that  the  requirement  for  prior  approval  by  the  Military  Gover¬ 
nors  of  German  legislation  on  a  variety  of  subjects  was  far  too  restric¬ 
tive.  Even  the  limited  bizonal  organization  had  been  given  authority  to 
legislate  in  fields  such  as  decartelization,  decentralization  and  scien¬ 
tific  research,  and  the  Occupation  Statute  would  be  a  step  backward. 

This  would  be  recognized  by  the  Germans  and  might  lead  to  their  rejec¬ 
tion  of  responsibility  for  forming  a  government.  "I  cannot  help  but 
feel,"  Gen  Clay  added,  "that  we  are  developing  a  Western  German  Govern- 
ment  so  restricted  as  to  be  less  competent  than  the  present  Oeman  Ad¬ 
ministration."  He  then  raised  the  possibility  that  the  Oemans  might 
reject  the  Occupation  Statute,  which  would  be  embarrassing  in  view  of 
the  wide  powera  theoretically  delegated  by  the  Soviet  Union  to  the  East 
Oeman  Government,^ 

1.  Meoorendun,  Crook  to  Maddocka,  as  cited  in  Note  1,  p  59}  TAB  "A" 

Para  5.  SECRET 

2.  Cables,  CINCEUR  to  D/A  for  Voorhees,  fMPC  li73  of  26  Fob,  D/A  (CSCAD 
ICO)  to  CINCEUR,  WAR  65270  of  9  March;  CINCEUR  to  O/A,  personal  from 
Clay  to  CSCAD,  CC  7973  of  10  March  19h9i  OfD  Numarleal  File,  RO  122, 
ntE.  SECRET  (downgraded  from  TS) 
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Th«  London  nagotlatlons  on  the  prlndplee  of  trlzonal  fusion  soon 
hit  a  deadlock*  The  French  rejected  the  US  proposal  that  all  matters 
except  those  relating  to  foreign  trade  and  foreigh  exchange  should  be 
decided  by  majority  Tote.  The  British*  on  the  other  hand*  felt  that 
the  US  demand  for  a  dominant  voice  in  the  fields  of  foreign  trade  and 
foreign  exchange  nas  too  broad.  Sen  Clay  Informed  Washington  and  London 
of  his  views  that  .the  United  States  should  not  sacrifice  the  degree  of 
control  it  currently  enjoyed  in  bizonal  affairs.  After  conferring  with 
him*  Lt,  Col*  Crook  prepared  a  compromise  which  made  certain  concessions 
to  the  British  but  nevertheless  conserved  the  fundamental  principle. 

This  was  cabled  to  Washington  early  in  February*  and  for  the  rest  of 
that  month  the  negotiations  were  at  a  standstill  while  the  US  Delegation 
in  London  waited  for  instructions.  On  28  February  I9I49  London  was  ad¬ 
vised  that  instructions  would  be  further  delayed  because  of  la  ck  of 
agreement  between  the  Departments  of  Anry  and  State, ^ 

During  the  hiatus  in  the  London  negotiations*  Gen  Clay  took  occasion 
to  comment  on  the  trizonal  fusion  agreement  as  it  had  progressed  so  far. 

He  considered  the  document  "a  maze  of  language  >diich  would  make  the  effort 
to  soundly  administer  Oennany  almost  ridiculous,”  Polntirig  out  that  the 
conference  had  departed  far  from  the  London  Agreement*  the  pxirpose  of 
which  was  to  eliminate  a  veto  power  by  any  one  occupying  power,  he  indi¬ 
cated  the  maximum  concessions  which  in  his  opinion  would  still  permit 


1*  Cables,  CINCEUR  to  D/A*  from  Clay  personal  to  Draper,  CC  7629  of  3  Feb 
19U9J  d/a  to  OMGUS,  info  M  London,  WARX  838OO  of  6  Feb  19li9j  D/A 
(CSCAD  ICO)  to  MA  England  for  Crook*  WAR  8L82U  of  28  Feb  19li9*  CAD 
numerical  file*  RO  122,  DRB,  SECRET  (CC  7629  downgraded  from  TS) 
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suocMSful  Vest  Oeman  Ooramaant.  The  United  Stetee  might  agree  to 
unanlaoue  approral  bjr  the  Military  Goremors  of  amendments  to  the  German 
federal  constitution*  Othorwlsef  decisions  of  the  occupying  authorities 
would  hare  to  be  by  majority  TOte^  except  In  those  economic  and  financial 
matters  iriiera  the  United  States  had  a  dominant  voice  under  existing  agree¬ 
ments*  It  was  essential  that  German  legislation  not  disapproved  within 
21  days  after  submiaslon  by  the  responsible  German  officials  come  auto¬ 
matically  into  force*  The  existing  document^  howeveri  "with  Its  Rube 
Goldberg  procedures «  the  powers  of  the  veto  and  the  ability  to  delay 
given  to  any  one  occupying  authority"  would  make  the  task  of  administer¬ 
ing  Germany  practically  Impossible*^ 


Early  In  Karchj  the  Departments  of  State  and  Any  agreed  on  Instruc¬ 
tions  to  Minister  Hdaes*  Gen  Clayi  >rtio  had  discussed  the  entire  problem 
with  Lt*  Col*  Crook*  agreed  that  one  more  effort  should  be  made  to  reach 
a  settlement.  By  this  time*  however*  the  French  Delegation  had  scattered 
and  it  was  not  possible  to  hold  a  plenary  session  until  26  March.  As  re¬ 
lated  by  Lt*  Col.  Crook I 

"11.  It  had  become  apparent  by  that  time  that  agreement  could  not 
be  reached  on  either  Trizonal  Fusion  or  Kehl  on  the  basis  of  the  U.S. 
Delegation's  Instructions.  Since  It  was  then  known  that  the  French  and 
U.K.  Foreign  Ministers  would  meet  with  the  Secretary  of  State  In  Washing¬ 
ton  to  discuss  German  problems  following  the  signing  of  the  Atlantic 
Treaty*  it  was  decided  a  report  should  bo  prepared  clarifWng  and  framing 
outstanding  Issues  for  reference  to  the  Foreign  Ministers. 2 


1*  Cable*  CINOBUR  to  D/A*  fJroro  Clay  personal  to  Voorhoes*  CC  7725  of 
11  Feb  19U9t  OHQUS  AO  Decimal  File  010*1  Occupation  Statute  KCRC* 
SECRET  (downgraded  £rm  TS) 

2*  Memorandum*  Crook  to  Haddocks  as  cited  in  Note  1*  p  $9,  TAB  "A"* 
Para  Uj  Tables*  CINCEUR  to  D/A*  from  Clay  personal  to  Voorhees* 

CC  7927  of  5  March  19li9j  WD  to  KA  London*  QAS  to  Lt  Col  Crook*  WAR 
85207  of  8  March  19l*9|  CAD  Numerical  File*  RG  122,  EBB.  SECRET  (CC 
7927  downgraded  A:om  TS) 
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During  the  latter  stages  of  the  negotiations,  the  British  became 
Irritated  by  repeated  U,S,  insistence  on  the  need  for  expanded  control 
in  the  economics  field  in  order  to  placate  the  Appropriations  Committees 
of  Congress.  This  argument  lacked  persuasiveness  since  the  British  and 
f'reneh  realized  that  a  substantial  reduction  of  US  financial  assistance 
would  require  revision  of  the  entire  US  policy  in  Europe,  Our  Allies 
were  also  annoyed  by  the  US  tendency  to  reopen  matters  that  had  already 
been  substantially  agreed,  with  frequent  insistence  on  particular  wording 
specified  in  instructions,  "At  times,"  writes  Lt,  Col,  Crook,  "they 
seemed  convinced  that  the  U.S.  was  pursuing  subtle  and  undisclosed  aims," 
After  discussing  the  differences  between  US  and  British  economic  objec¬ 
tives,  Crook  stated  thatj 

"5.  The  principal  difficulty  encountered  by  the  U,S,  Delegation 
was  the  lack  of  a  clear  and  well  coordinated  position  on  several  of 
the  most  important  questions  under  discussion.  Lack  of  agreement  be¬ 
tween  the  Departments  of  Army  and  State,  between  Washington  and  OMGUS 
resulted  in  overly  long  delays  and  repeated  changes  of  U.S,  proposals. 

The  instructions  given  the  U.S,  Delegation  were  frequently  overly 
rigid.  They  seemingly  failed  to  take  into  consideration  the  fact  that 
almost  any  proposal  made  by  the  U.S,  would,  as  a  matter  of  course,  bring 
forth  counter  proposals  differing  at  least  in  form  from  British  or  French. 
A  secondary  difficulty  lay  in  the  fact  that  the  U.S,  Delegation  was  un¬ 
able  to  obtain  necessary  factual  information  or  emert  adrice  regarding 
Military  Government  procedures  in  Germany,  .  . 


After  Gen  Clay  had  raised  the  question  of  what  to  do  if  the  Germans 
should  reject  the  Occupation  Statute,  the  Department  of  Array  cable; d  that 
it  had  made  no  formal  study  on  this  subject.  Gen  Clay  was  requested  to 
give  his  advice  on  alternative  actions  that  might  be  taken.  An  OMGUS 
cable  was  prepared  stating:  "I  have  no  views  or  comments  which  will  be 


1,  Memorandum,  Crook  to  Haddocks  as  cited  in  Note  1,  p  ^9,  Tab  "B"^ 
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or  assistance  to  you  in  formulating  an  alternative  position  in  the  event 
of  such  a  fiasco,"  After  starting  to  revise  this  draft,  however,  Gen 
Clay  decided  to  leave  the  Washington  cable  unanswered,^ 

At  the  outset  of  19U9  the  German  Parliamentary  Council  was  stale¬ 
mated  by  conflicting  reactions  to  the  advice  which  the  Military  Gover¬ 
nors  had  given  on  17  December  19)i8,  Because  Allied  negotiations  on  the 
Occupation  Statute  and  the  Fusion  Agreement  were  also  Ueadlocked,  Mili¬ 
tary  Government  was  not  in  a  position  to  urge  the  Germans  to  make  haste. 
Fortunately,  leading  members  of  the  Council  decided  to  complete  a  draft 
of  the  basic  law  without  waiting  for  the  Occupation  Statute,  This  draft 
was  passed  by  the  Main  Committee  of  the  Parliamentary  Council  in  third 
reading  on  10  February  19l*9  and  considered  by  the  Military  Governors  at 
a  meeting  in  Frankfurt  on  16  February, ^ 

The  draft  of  10  February  was  than  considered  by  the  Committee  of 
Political  Advisers  of  the  tliree  Military  Governors  (on  which  the  United 
States  was  represented  by  the  Civil  Administration  Divisj.on  of  OMQUB,  not 
USPOLAD),  whose  views  were  not  unanimous.  The  U.S.  member  and  oven  more 
his  French  colleague  felt  that  the  draft  was  still  too  oentralietic  in  its 
assignment  of  legislative,  administrative  and  fiscal  powers.  After  con¬ 
siderable  discussion  among  the  Political  Advisers  and  the  Military  Governors, 


1,  Cable,  d/a  to  CINCEUR,  WARX  851i36  of  11  March  19li9  end  undispatohed 
draft  of  reply  thereto,  OMIUS  AO  Deoimal  File  010,1  Occupation 
Statute,  KCRC,  SECRET  (downgraded  from  TS), 

Peoieioh  ij20-li21|  the  text  of  this  draft  is  printed  in  Constitution 
8B-106,  . 
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a  memorandum  suggesting  changes  in  several  articles  was  handed  to  a  dele¬ 
gation  of  the  Parliamentary  Council  on  2  March 

There  ensued  a  period  of  detailed  technical  negotiation  between 
representatives  of  the  Parliamentary  Council  and  of  the  Military  Govern¬ 
ments  in  which  a  series  of  proposals  were  passed  back  and  forth.  These 
conferences  did  not,  in  the  end,  produce  significant  modifications  in 
the  constitutional  provisions  drafted  by  the  Germans,  They  did,  however, 
have  the  Tinforttinate  effect  of  causing  many  Germans  to  think  that  Military 
Government  was  forcing  upon  them  an  alien  basic  law.  The  question  of  con¬ 
stitutional  language  does  not  appear  to  have  figured  in  communications  be¬ 
tween  Washington  and  the  theater  at  this  time. 

The  Three-Power  Foreign  Ministers*  Conference  Breaks  the  Deadlock 

The  most  important  event  during  March  19ii9  was  Gen  Clay's  secret 
visit  to  French  Foreign  Minister  Schuman  in  Paris,  Clay  succeeded  in 
convincing  Schuman  of  the  absolute  need  for  three-power  agreement  on 
Germany,  and  they  also  agreed  on  the  desirability  of  a  brief  and  succinct 
Occupation  Statute, 

The  deadlock  in  achieving  West  German  Government  combined  with  Tri- 
zonal  Fusion  was  broken  at  the  conference  of  the  U,S,,  British  and  French 
Foreign  Ministers  in  Washington  in  early  April  19i*9,  One  of  the  first 


1,  Decision  li22.  Constitution  88,  108-113, 

2.  Cable,  CINCEIIR  to  D/A  from  Clay  personal  for  Voorhees,  GC  8086  of 
21  March  19i49,  CAD  Numerl.cal  File,  RG  122,  DRB,  SECRET  (downgraded 
from  TS),  A  paraphrase  of  most  of  this  cable  is  reprinted  in 
Decision  Ii25-li27, 
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ateps  taken  by  the  conference  was  to  Issue  a  letter  dated  $  Apxd.1  to  the 
President  of  the  Parliamentary  Council*  This  letter  expressed  gratifica¬ 
tion  with  progress  so  far  on  the  Basic  Law  and  requested  that  the  Council 
"give  due  consideration  to  the  recommendations  of  the  Military  Governors 
•  •  •"  The  Foreign  Ministers  hoped  that  the  decisions  of  the  Parllamen- 
taiy  Council  would  facilitate  a  mutually  cooperative  attitude  between  the 
future  German  Federal  Government  and  the  Occupying  Powers, 

The  VJashington  Conference  agreed  upon  an  Occupation  Statute  which 
was  very  much  shorter  than  all  previous  drafts  and  which  granted  "full 
legislative,  executive  and  judicial  powers"  to  the  German  Government  ex¬ 
cept  for  a  limited  number  of  reserved  fields.  Even  in  these  fields,  the 
Federation  and  the  Laender  might  legislate  after  notifying  the  occupation 
authorities,  except  when  so  directed  by  the  latter  or  when  the  legislation 
would  conflict  with  Allied  actions.  Amendments  to  the  Basic  Law  would  re¬ 
quire  express  Allied  approval,  but  other  legislation  Including  Land  con¬ 
stitutions  and  amendments  thereof  would  become  effective  twenty-one  days 
after  official  receipt  by  the  occupation  authorities  unless  specifically 
disapproved  by  them.  After  twelve  months  and  in  any  event  within  18 
months,  the  Statute  would  be  reviewed  "with  a  view  to  extending  the  juris¬ 
diction  of  the  German  authorities  in  the  legislative,  executive  and 
judicial  fields,"^ 

At  the  same  time,  the  conference  approved  a  basic  triaonal  fusion 
agreement  establishing  an  Allied  High  Conmlssion  to  replace  Military 

1,  Occupation  Statute,  released  8  April  19li9,  Story  in  Documents,  89- 
91,  Constitution  116, 
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Government.  The  Commission  was  to  exercise  the  powers  reserved  to  the 
occupation  authorities  under  the  Occupation  Statute  and  would  make  its 
decisions i 

(a)  unanimously  in  the  case  of  amendments  to  the  Federal  Constitu¬ 
tion  (Basic  Law)j 

(b)  by  a  system  of  weighted  voting  with  strength  proportionate  to 
funds  made  available  to  Germany  by  the  respective  governments  in  cases 
involving  control  over  foreign  trade  and  exchangei  and 

(c)  by  majority  vote  in  all  other  cases, 

\ 

The  agreement  provided  that  an  outvoted  High  Commissioner  might 
appeal  to  his  government,  such  an  appeal  having  the  effect  of  a  sus¬ 
pensive  veto,  A  permanent  veto  pending  agreement  between  governments 
was,  however,  provided  only  for  decisions  altering  or  modif^ng  inter¬ 
governmental  agreements  affecting  disarmament  and  demilitarization, 
controls  in  regard  to  the  Ruhr,  restitution,  reparations,  decarteli¬ 
zation  and  a  limited  number  of  related  subjects.^ 

The  three  Foreign  Ministers  also  addressed  a  concluding  letter  to 
the  Parliamentary  Council,  transmitting  the  Occupation  Statute  and  point¬ 
ing  out  that  before  it  could  be  put  into  effect  the  Parliamentary  Council 
would  have  to  agree  upon  a  basic  law  for  the  Gentian  Federal  Republic, 
Simultaneously,  the  Department  of  the  Army  suggested  to  OMGUS  that  Berlin 
should  not  initially  be  included  as  a  state  of  West  Germany  and  that  Mili¬ 
tary  Government  should  deal  sympathetically  with  German  proposals  on 


1,  Agreement  on  Basic  Principles  for  Trizonal  Fusion,  Story  in  Documents 
91-92,  Decade  588-90. 
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financial  and  legialatlve  powers  so  long  as  these  enabled  the  Federal 
Government  and  the  Laender  to  function  Independently  In  their  respective 
fields*^ 

The  Occupation  Statute  and  the  letter  from  the  Foreign  Ministers 
were  transmitted  to  the  Parliamentary  Council  on  19  April  19U9«^  At  a 
meeting  with  a  group  from  the  Parliamentary  Council  on  lit  April,  the 
Military  Governors  approved  the  Council's  reconmendation  to  have  that 
body  rather  than  the  Mlnisters-President  establish  the  Federal  Election 
Law*  The  German  officials  were  also  advised  that  the  Military  Governors 
had  agreed  on  a  definition  of  permissible  federal  police  powers. 

The  remainder  of  April  was  taken  up  largely  with  a  diversion  insti¬ 
gated  by  the  Social  Democratic  Party,  which  wanted  the  German  Federal 
Government  to  have  a  strong  financial  and  legislative  powers  so  that  it 
could  nationalise  heavy  industry.  On  9  April  the  SPD  fraction  in  the 
Parliamentary  Council  issued  its  own  abbreviated  draft  basic  law,  which 
was  followed  by  two  memoranda  criticizing  the  Main  Committee's  draft  as 
vesting  too  much  power  in  the  Laender,^ 

Another  meeting  of  the  Military  Governors  and  the  representatives 
of  the  Parliamentary  Council  could  not  be  held  prior  to  the  SPD  Congress 


1*  Telegram,  Frankfurt  Military  Post  to  OMQUS,  from  Kenneth  Dayton  to 
Gen  Clay,  FMPC  7U6  of  7  Apr  h9  (quoting  from  Washington  Teleconfer¬ 
ence),  OMGUS  AO  Decimal  Pile  010*1  Occupation  Statute,  KCAC* 

SECREH!  (downgraded  from  TS) 

2*  Constitution  117* 

3*  Constitution  118-31* 
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scheduled  for  20  April.  There  vas  a  behlnd-the-soenea  argunent  over  an 
additional  letter  which  the  Foreign  Ministers  had  sent  to  the  Nilitazy 
Oovemorst  suthorlalng  them  to  deliver  It  to  the  Oezmans  idien  thejr  be¬ 
lieved  timely.  This  letter  authorised  financial  measures  designed  to 
equalize  relief  burdens  among  the  States  (Flnanzausglelch)  a  device  quite 
normal  under  German  practice  but  looked  on  with  disfavor  by  CMjUS.  It 
also  Included  the  provisions  on  Berlin  and  on  financial  and  legislative 
powers  which  had  been  forwarded  earlier  as  suggestions  by  teleconference,^ 


Gen  Clay  did  not  want  to  deliver  the  letter  before  the  SPD  Conference, 
since  Dr,  Schumacher,  the  Chairman  of  that  party,  was  certain  to  exjilolt 
It  as  a  victory  over  the  Allies,  Gen  Robertson,  under  instructions  from 
London,  urged  immediate  dellveiy,  while  Gen  Koenig  sided  with  Gen  Clay, 

Clay  describes  the  subsequent  developments  as  follows: 


"To  ny  surprise,  I  received  a  cable  from  Washington  instructing  me 
to  deliver  the  message.  I  reminded  the  Department  of  the  Army  that  the 
timing  was  left  to  my  discretion  and  that  delivery  was  impossible  until 
discussions  had  resumed  in  the  Parliamentary  Council,  I  predicted  that 
it  would  lead  Schumacher  to  conduct  the  SPD  campaign  in  the  first  gen¬ 
eral  election  on  an  anti-Western  occupying  powers  platform,  Hy  protest 
had  no  effect  and  I  was  advised  that  our  Secretary  of  State  had  promised 
Mr,  Bevln  that  the  discretionary  rights  given  to  the  militaiy  governors 
would  apply  for  only  a  few  days.  Fortunately  these  few  days  included 
April  20.  While  Schumacher  had  received  an  overwhelming  personal  en¬ 
dorsement  in  the  party  congress  held  on  that  date,  its  representatives 
in  the  Parliamentary  Council  won  the  right  to  discuss  and  negotiate 
amendments  to  the  Basic  Law.  Thus  the  two  parties  were  again  at  work 
in  the  Parliamentary  Council  when  we  delivered  the  letter  on  April  23, 
Since  the  parties  were  negotiating  again,  neither  could  use  the  letter 
to  support  its  position  and  it  had  lost  much  of  its  political  slgnifl- 
canoe,"2 


1.  Constitution  135i  See  also  supra,  material  referenced  by  Note  1,  p  70, 

2.  Decision  U32. 
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The  next  meeting  of  the  Military  Qovemora  with  representatives  of 
the  Parliamentary  Coun<dlj  held  2$  April  19U9«  was  lengthy >  since  the 
draft  basic  law  still  granted  greater  powers  to  the  German  Federal  Govern¬ 
ment  than  Gen  Clay  liked.  Gen  Robertson  was  ready  to  accept  the  German 
viewpoint;  Gen  Koenig^  >diile  not  pleased  with  the  German  proposals »  was 
willing  to  accept  whatever  the  US  would  accept.  This  placed  the  issue 
of  federallsation  directly  in  the  hands  of  Gen  Clay«  who  also  realised 
that  he  would  be  held  responsible  if  agreement  could  not  be  reached  with 
the  Germans.  At  one  point  the  German  delegation  was  ready  to  adjourn, 
but  Gen  Clay  Introduced  a  compromise  tax  proposal  which  was  accepted. 
Shortly  thereafter,  agreement  was  reached  on  all  outstanding  points  and 
Or.  Adenauer  was  able  to  announce  that  the  Parliamentary  Council  could 
complete  the  basic  law  in  the  next  few  days.^ 

The  Parliamentary  Council  adopted  the  Basic  Law  of  the  German 
Federal  Republic  on  8  May  19U9.  Its  formal  approval  was  announced  by 
the  three  Military  Governors  on  12  May  at  a  final  meeting  with  German 
representatives.  At  this  meeting.  Dr.  Adenauer,  President  of  the  Parlia¬ 
mentary  Cowcil,  was  handed  a  letter  of  approval  containing  several  re¬ 
servations  which  had  been  insisted  upon  by  the  governments  of  the  Occupy¬ 
ing  powers,  and  which,  by  virtue  of  the  reserved  powers  in  the  Occupation 
Statute,  constituted  a  part  of  German  constitutional  law.^ 


!•  Decision  U33-35« 

2«  Constitution  138-39. 
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The  Electoral  Law 

With  the  approval  of  the  Basic  Law  of  the  German  Federal  Republic 
on  12  May  19U9*  the  major  tasks  of  US  Military  Government  in  Germary 
had  been  completed.  What  remained  to  be  done  were  essentially  tasks 
of  liquidation  incident  to  the  establishment  of  the  German  Federal  Re¬ 
public  and  the  transfer  of  occupation  administration  to  the  civilian 
High  Commission. 

Since  the  Parliamentary  Coimcil  had  presented  its  first  draft  of 
an  electoral  law  for  the  Bundestag  (lower  house)  of  the  Federal  Parlia¬ 
ment  on  2li  February  19h9t  trtiich  was  rejected  by  the  Military  Governors, 
there  had  been  continuotis  negotiations  on  this  subject.  The  Military 
Governors  also  had  several  objections  to  the  electoral  law  adopted  by 
the  Parliamentary  Council  on  10  May  19li9.  The  most  important  of  these 
issues  were  idiether  the  Parliamentary  Council  (as  desired  by  the  Germans) 
or  the  Minis tars -President  (as  desired  by  Military  Government)  shotild  be 
responsible  for  establishing  the  institutions  of  the  Republic  and  whether 
(as  desired  by  Military  Government)  civil  servants  and  judges  elected  to 
the  Bundestag  would  have  to  resign  their  positions.  An  exchange  of  com¬ 
munications  on  1  June  19k9  narrowed  but  did  not  entirely  eliminate  the 
points  of  dispute  and  on  13  June  19U9  the  Military  Governors  settled  the 
matter  by  invoking  the  supreme  authority  of  the  occupying  powers.  The 
Ministers-President  were  directed  to  promulgate  the  electoral  law  as 
amended  by  the  Military  Government  letter  of  1  June  19li9»  which  they  did 
at  a  meeting  on  15  June  19U9*  Later  a  clarifying  amendment  concerning 
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the  tabulation  of  votes  was  recosnmended  by  the  Minis ters-Presldent  and 
approved  by  the  Military  Governors.^ 

The  provision  prohibiting  the  oivll  servants  from  holding  seats  in 
the  Bundestag  vas  omitted  from  the  Oerman  electoral  law  and  was  dealt 
with  separately  in  Military  Government  Law  No.  20 j  promulgated  by  the 
USj  British  and  French  14111  tary  Governors  on  2  June  19li9.^ 

The  Paris  CTO.  Trigonal  Fusion,  and  tho  Ruhr  Authority 

The  twelfth  of  May  19U9  was  not  only  the  day  of  approval  of  the 
Baslo  Lawt  it  was  also  the  day  on  which  tlia  Berlin  Blockade  ended. 

One  of  the  provisions  of  the  Jessup-Mallk  agreement  that  restored  the 
status  quo  ante  with  respect  to  Berlin  traffic  was  tho  calling  of  a 
Council  of  Foreign  Ministers  conference  to  meet  in  Paris  on  23  May  19U9. 

For  this  conference)  the  State  Department  requested  that  CS4QUS  prepare 
papers  on  conditions  in  the  Soviet  ZonO)  quadripartite  supervision  of 
elections)  disarmament,  foreign  property  interests  in  Oermany,  and  Berlin 
currency.  The  State  Department  would  itself  prepare  papers  on  the  question 
of  all-Qerman  government,  peace-treaty  procedure,  possible  reduction  and 
regrouping  of  occupation  troops,  and  other  subjects.  This  meeting  of  the 
OPT',  which  lasted  from  23  May  to  20  June,  did  not  lead  to  any  agreement  on 


1.  Complete  documentation  on  the  electoral  law  is  oontinued  in  Consti- 
tutlon.  Part  IX,  pp  lU0-5i». 

2.  Election  of  certain  public  servants  to  the  first  Bundestag*  Mili¬ 
tary  Government  Law  Mo,  20  of  2  June  k9t  Story  in  Dooumenta  316, 

It  has  been  suggested  that  Military  novemment  interferences  in 
German  electoral  procedures  was  not  really  necessary  to  assure 
democracy,  and  that  it  Jeopardized  unnecessarily  public  accept¬ 
ance  of  the  new  Federal  Oovemment, 
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the  unification  of  Eastern  and  Western  Germany.  It  did,  however,  provide 
a  useful  occasion  for  the  Foreign  Ministers  of  the  three  Western  Allies 
and  their  staffs  to  get  together  and  settle  a  number  of  pending  questions. 

The  Trizonal  Fusion  Agreement  of  8  April  Iplj?  was  limited  to  a  few 
basic  principles.  It  provided  thati  "The  representatives  of  the  three 
occupying  powers  will  make  the  necessary  arrangements  to  establish  tri¬ 
partite  control  machinery  for  the  Western  zones  of  Germany  which  will 
become  effective  at  the  time  of  the  establishment  of  provisional  German 
government,"  Accordingly,  the  Committee  on  Allied  Controls,  a  tripar¬ 
tite  group  in  Berlin  which  had  been  established  on  21  October  19lt8,  was 
charged  with  developing  the  Charter  of  the  Allied  High  Commission,  The 
American  representative  on  this  Committee  was  Joseph  Panuch,  Special  Ad¬ 
viser  to  Gen  Clay,  A  representative  of  USPOLAD  participated  as  an  obser¬ 
ver,  and  the  Department  of  State  was  kept  informed  of  proceedings  by 
USPOLAD  cables. 

The  Committee  considered  a  draft  introduced  by  the  US  member  and 
in  meetings  on  li  and  6  May  made  rapid  progress  toward  an  agreed  text. 

The  only  matter  on  which  there  was  a  substantial  difference  between  the 
US-British  position  and  that  of  the  French  was  the  Insistence  of  the  latter 
on  establishing  an  "Administrative-Legislative  Committee,"  The  US  and 
British  members  held  that  such  a  committee  would  absorb  the  functions  of 
other  committees  and  encroach  upon  the  powers  left  to  the  German  Govern¬ 
ment,  Advice  was  requested  from  the  State  Department  as  to  whether  for¬ 
eign  missions  should  be  accredited  to  the  Allied  High  Commission  or  the 
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Otman  OovMnnMnti  the  answer  being  that  for  the  time  being  they  should 
be  aooredited  to  the  High  Coonlsslon*^ 

On  11  May  19U9i  howevert  the  French  nendber  suddenly  received  in¬ 
structions  to  withdraw  from  proceedings*  It  appeared  later  than  Gen 
Koenig  had  not  Infomed  the  Foreign  Office  of  the  actlvltlea  of  the 
conmitteei  nor  had  the  Qual  d'Orsay  received  the  American  draft  under 
dlsoueslon.  The  US  and  British  meodbere  therefore  met  alone  and  agreed 
on  a  draft  charteri  which  was  forwarded  to  all  three  governments.  On 
the  following  day  the  Foreign  Office  explained  to  a  representative  of 
the  US  BRdbasey  in  Paxla  that  the  tstiQ)orary  French  withdrawal  should  not 
be  misinterpreted}  since  it  had  been  undertaken  only  to  assure  the  For¬ 
eign  Offioe  necessary  control  over  proceedings*^ 

After  an  unsuccessful  attempt  to  bring  the  French  back  into  the 
Committee  on  Allied  Controls  in  Berllnj  negotiations  were  moved  to  Paris 
on  2  June  and  carried  through  to  completion  by  the  respective  CIM  dele¬ 
gations.  The  US  delegation  included  Riddlebergar  and  Oufler  of  USPOLADi 
who  had  been  in  close  touch  with  the  Berlin  discussions*  The  Parle 


1*  State  Dept  cablesj  USPOLAD  to  See  of  State^  7  Hay  U9t  and  See  of 
State  to  USPOIAD,  11  May  1*9,  OMGUS  Civil  Administration  Division 
File*  "Charter  of  the  High  Commission}"  KCRC.  SECRET 

2*  State  Dept  Dispatch  from  USPOLAD  to  Dept*  Subject!  Draft  Charter 
of  Allied  High  Commission  for  Germany  (with  informal  minutes  of 
meetings  of  Committee  on  Allied  Controls  on  1;}  6  and  11  May  1^9 )} 
Berlin}  16  Mty  h9i  State  Dept  Cable}  Paris  to  Berlin}  12  IfaQr  h9t 
OMDUS  Civil  Administration  Division  FIIB}  "Charter  of  the  High 
Connisslon}"  KCRC.  SECRET 
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negotiations  resulted  in  the  Charter  of  the  Allied  High  Commission^  which 
was  agreed  on  lU  June  and  published  on  20  June  19U9*^ 

Another  subject  that  came  up  during  the  meeting  of  the  Council  of 
Foreign  Ministers  was  the  International  Authority  for  the  Ruhr*  At  the 
first  meeting  of  the  Authority;  the  French  had  gained  the  impression 
that  the  British  and  United  States  elements  had  a  more  restrictive  con¬ 
cept  of  the  powers;  functions  and  orgoiizatlon  of  the  Authority  than  did 
the  French.  On  16  June  Minister  Schuman  handed  Secretary  Acheson  a  memo¬ 
randum  to  that  effect;  which  also  suggested  that  organization  of  the  Mili¬ 
tary  Sectirity  Board  might  proceed  more  r«pidly, 

^  f  ! 

A  reply  was  given  to  the  French  that  the  United  States  considered 

the  lAR  as  an  important  ^^instrument  in  attaining  international  objectives, 
but  that  it  was  not  desired  to  take  over  staff  nor  to  duplicate  the 
functions  of  other  Allied  Control  agencies,  OMGUS  was  advised  to  take 
necessary  action,  in  concert  with  British  and  French  Military  Gcjvemment, 
to  put  the  Military  Security  Board  on  a  fully  functioning  basis  as  rapid- 
ly  as  possible. 


1,  The  OMQUS  Civil  Administration  Division  File  "Charter  of  the  High 
Commission"  contains  a  large  number  of  cables  exchanged  between 
Paris  and  Washington  during  these  negotiations,  with  numerous  de¬ 
tailed  comments  and  suggestions  by  the  State  Departmeijt,  Since 
these  do  not  constitute  guidance  to  Military  Government,  they  are 
not  reviewed  here.  The  Charter  itself  is  reprinted  in  Story  in 
Documents  92-97, 

2,  Cable,  D/A  to  OMGUS,  WARX  91772  of  20  July  U9,  CAD  Numerical  File, 
RQ  122,  £RB.  SECRET 
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Arrangemente  for  Trtnsfer  of  Occupation  Administration  to  the  State 
Dgpartmmi 

Afl  It  becane  apparent  during  April  19U9  that  V/eat  German  Government 
would  finally  become  a  reality  and  that  the  Soviet  Union  waa  ready  to  end 
the  Berlin  Blookadej  the  plan  to  tranafer  occupational  responalblllty  In 
Germany  from  the  Amy  to  the  Department  of  State  was  taken  out  of  mothballs. 
It  was  agreed  that  the  Amy  would  continue  the  same  logistic  support  hither¬ 
to  enjoyed  by  Military  Government,  that  existing  staff  in  Germany  would  be 
transferred  to  the  Department  of  State  to  the  extent  desired  by  State  and 
the  employees  themselves,  and  that  uniformed  personnel  would  be  detailed 
as  necessary  during  the  transitional  period.  Although  an  agreed  plan  for 
the  transfer  had  eodated  since  April  19U8,  it  was  necessary  to  do  con¬ 
siderable  re-plaimlng  both  in  Washington  and  in  the  Theater.^ 

The  formal  proposal  to  initiate  planning  for  the  transfer  was  made 
in  a  letter  of  18  May  19ii9  from  Secretary  of  State  Aoheson  to  Secretary 
of  Defense  Johnson,  an  identical  letter  being  sent  to  tlie  Economic  Co¬ 
operation  Administrator.  This  letter  proposed  that  the  transfer,  the 
date  of  which  was  left  open,  be  made  by  means  of  an  Executive  Order  es-  • ,  • 
tablishing  and  defining  the  fvinctlons  of  the  US  High  Commissioner  for 
Germany.  The  High  Commissioner  would  also  be  the  ECA  representative  in 
Germany,  assisted  by  a  Chief  of  Special  Mission  appointed  by  the  ECA 


1.  Ltr,  Gen  Clay  to  Sec  of  the  Amy  transmitting  plan  for  transfer  of 
Military  Government  functions  to  the  US  High  Comnissioner  for  Ger¬ 
many,  13  Apr  48,  OMGUS  Civil  Administration  Division  Pile  "Charter 
of  the  High  Commission,"  KCRC.  SECRET.  Cable,  O/A  to  CINCEUR, 
from  Voorhees,  WAR  87646  of  25  Apr  49,  CAD  Numerical  File,  RO  122, 
DRB.  RESTRICTED 
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Administrator.  Ssorstary  Acheson  proposed  that  a  State-^mgr-SCA  Ad  Hoc 
CooRlttes  be  established  to  Implement  the  transfer.^ 

On  23  Maj  19U9  Clhderseeretary  of  the  Any  Voorhees  accepted  the  | 

I 

proposal  on  behalf  of  the  Secretary  of  Defsnse  and  designated  the  Any 
members  of  the  Ad  Hoo  Coanlttee*  After  a  further  exchange  of  letters, 
agreement  was  reached  on  the  text  of  an  Executive  Order  idileh  was  approved 
by  President  Truman  on  6  June  19lt9»^ 


The  substantive  provisions  of  Executive  Order  10062,  establishing 
the  position  of  United  States  High  Commissioner  for  Oennany,  were  as 
follows i 

"I*  There  is  herely  established  the  position  of  United  States  High 
Commissioner  for  Oermaiy,  tdilch  position  shall  be  that  of  Chief  of 
Mission,  Class  1,  in  accordance  with  the  provisions  of  the  said  Foreign 
Service  Act  of  191*6, 

"2,  The  United  States  High  Commissioner  for  Oeimany,  hereinafter 
referred  to  as  the  High  Comnissioner,  shall  be  the  supreme  United  States 
authority  In  Oermaiy*  The  High  Commissioner  shall  have  the  authority, 
under  the  immediate  supervision  of  the  Secretary  of  State  (subject, 
however,  to  consultation  with  and  ultimate  direction  by  the  President), 
to  exercise  all  of  the  governmental  functions  of  the  United  States  in 
Qemany  (other  than  the  command  of  troops),  including  representation  of 
the  United  States  on  the  Allied  High  Commission  for  Qermany  idien  estab¬ 
lished,  and  the  exercise  of  appropriate  functions  of  a  Chief  of  Mission 
within  the  meaning  of  the  Foreign  Service  Act  of  19U6, 

"3,  With  respect  to  military  matters  the  Commander  of  the  United 
States  Aimed  Forces  in  Germany  shall  continue  to  receive  instructions 


1*  Ltr,  Sec  of  State  to  Sec  of  Defense,  18  May  l*9i  AQAO-S  092  Oennany, 
ERB.  CONFIDENTIAL 

2,  The  entire  correspondence  file  is  attached  to  a  miemorandum  "Assumption 
of  Responsibility  for  Non-Mllltary  Aspects  of  the  Occupation  of  Ger¬ 
many  by  the  Department  of  State  and  the  Econondo  Cooperation  Adminis¬ 
tration"  TAGO,  11  Oct  h9,  AGAO-S  092  Oermaiy,  DRB.  CONFIDENTIAL 
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dlraotljr  firom  th*  Joint  Ohlofi  of  Staffs  On  roquast  of  tha  High  Commla- 
alontTi  luoh  Coamandar  ihall  taka  naoa8Bar7  naaaurea  for  tha  malntenanca 
of  law  and  ordar  and  such  othar  action  aa  la  raqulrad  to  aupport  tha 
polloar  of  tha  Unltad  Stataa  In  Onmangr*  If  major  dlffaranoaa  arlaa  over 
policy  ^footing  acllltary  inattara«  naoaaaary  raporta  and  raoonmandatlona 
ahall  ha  i;«farrad  to  tha  Oapartaiant  of  Stata  and  to  tha  National  Military 
latahUahiiant  for  raaolutlon*  In  tha  avant  of  an  aaMrganoy  Involving 
tha  aaourlty  ’of  tha  U^tad  Stataa  foroaa  in  luropai  audh  Coamandar  may 
taka  vhatavar  ao^on  ha  oonaldm  aaaantlil  to  aafaguard  tha  aaourlty 
of  hla  troopa* 

"U*  In  tha  avant  that  tha  High  OoaiBlaaloner  ahall  aaauma  hla 
datlaa  In  aopordanca  with  thla  Bxaoutlva  Ordar  prior  to  tha  data  that 
tha  Kllltaiy  Oovarnmant  of  tha  Unltad  Stataa  Zona  of  Qomany  la  tar- 
ndnatadi  ha  ahall  during  auoh  Intarval  raport  to  tha  Saoratuy  of 
Pafanaoi  through  tha  Saoratary  of  tha  Axvi7>  *nd  ahall  ba  tha  Unltad 
Stataa  Killtaxy  Ooyamor  with  all  tha  powera  tharaof  including  thoaa 
yaatad  In  tha  Unltad  Stataa  Military  Oovamor  undar  all  International 
agreamanta,"^ 


Detailed  planning  In  tha  theater  for  the  transfer  was  begun  by 
top  offlolalB  of  CMOUS  and  USFOUD«  tha  latter  being  Joined  late  In 
May  fay  Olann  Q.  Volfai  who  had  bean  daalgnatad  aa  Adadniatratlve  Offi¬ 
cer  of  HIOOQ  and  who  had  already  managed  a  similar  transfer  from  tha 
Amy  to  Stata  In  Koraa*^ 


On  11  July  I9I491  the  functions  of  Acting  Military  Oovamor  ware 
transferred  from  tha  Gommandar-ln-Chlaf  of  EUCOM  to  HcOloyi  who  had 
arrived  In  the  theater  and  taken  up  his  duties  as  High  Comnl.ssloner* 


!•  Joint  Amy  and  Air  Force  Bulletin  No,  1$,  17  Jun  kPt  Section  I, 

S.  State  Dept  cable  from  Sac  of  Stata  to  Berlin,  ip  May  h9f  OMQUS 

Olvll  Adbrlniatratlon  Division  File  "Charter  of  tha  High  Commission." 
KCRO.  CONFIDENTIAL  The  volume  of  detailed  Aaxinlng  is  suggested 
by  a  list  of  "subjects  for  daoislon  betwem  the  High  CcnmlBBlonar 
and  Conmandac-in-Chlofi  European  Connand,"  Issued  by  the  Logistics 
Division  of  ESCCM  on  1  M^r  bP  listing  135  topics  axul  adb-topica, 
ranging  from  dependants  sdhools  to  mortuary  aarvlcai  arranged  undar 
10  major  heads  (same  file  aa  foregoing). 
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On  16  Ju37  19k9t  the  Joint  Chiefs  of  Staff  Issued  a  new  directive  to  the 
Commander-ln»Chief>  defining  the  new  and  United  mission  of  the  United 
States  Axiqr  In  Oemaagr*^ 

S]r  agresBient  between  the  State  and  imor  Departments  reached  early 

.  In  August  19li9«  the  repartaent  of  State:  took  over  responsibility  for 
« 

preparation  and  defense  of  the  Osman  portion  of  the  GARIQA  budget. 

CHIUS  was  plaoed  in  liquidation  status  on  l5  August  19U9  with  the 
promise  that  the  liquidation  would  be  opnpleted  within  90  days.^ 

Pinal  Policy  Questions  —  Patent  Office  and  ERP  Mission 

As  Military  Governor  ad  Interim  pending  the  formal  transfer  of 

oootgMition  administration  to  the  Department  of  StatSi  MoCloy  continued 

to  report  to  the  Secretary  of  Defense  through  the  Secretary  of  the  Army, 

Throughout  the  sunner  of  19i^9«  therefore^  Instaructlpns  on  military  govern^ 

ment  matters  were  etlU  sent  through  Amur  channels.  Aftsr  the  Office  of 

the  Assistant  Secretary  of  the  Army  had  assumed  the  functions  of  the  de~ 

activated  Civil  Affaire  Division  on  15  July  19h9»  only  two  policy  natters 

arose  that  merit  brief  mention. 

* 

The  fizet  of  these  was  the  reestablishment  of  the  German  Patent 
Office  on  a  bizonal  basis,  which  had  been  held  up,  first  because  of  a 


1.  Memorandum  from  JCS  to  Commander-ln-’Chiof^  EUCCH,  16  Jul  1(9j  AGAO-S 
092  Germany  (filed  attached  to 'TAGS  memorandum  of  11  Oct  1^9),  DRE. 
CONFIDENTIAL 

2»  Ltr,  Acting  Deputy  Undersecret^uy  of  State  to  Asst  Sec  of  the  Amy, 
5  Atig  li9,  and  Itr,  Deputy  to  Undersecretary  of  the  Any  to  Acting 
Deputy  Underseoretary  of  State,  22  Aug  k9t  AGAO-S  092  Germany 
(filed  attached  to  TAQO  memorandum  of  11  Oct  1|9),  DRB. 
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British  technical  rsaerratlon  and  later  because  the  French  indicated 
that  the  proposed  Patent  Office  might  be  a  secnirlty  risk.  After  Secre~ 
tary  of  State  Acheson  had  dLscussed  the  macter  with  French  officials  In 
PariSi  the  OS  Delegation  reported  its  opinion  that  the  Patent  Office 
operating  under  the  regulations  proposed  by  the  Oezvians  involved  no 
security  aspects*  After  reading  this  report*  (BfQUS  cabled  on  22  July 
19lt9  to  the  Department  of  the  Amor  as  follows: 

"The  French  have  been  fully  heard  and  it  is  perfectly  obvious  that 
they  have  no  motive  except  to  drag  the  German  Patent  System  which  always 
was  very  efficient*  down  to  the  level  of  the  Blench  system*  which  is  so 
poor  as  to  afford  no  worthwhile  protection  to  inventors.  We  urge  that 
you  inqpress  upon  State  iu:*gency  of  the  situation*  futility  of  ftuther 
conslderatidh  and  advise  them  to  inform  French  that  we  have  considered 
their  objections  and  cannot  continue  to  retard  German  economic  recovery 
by  failure  to  reopen  the  Patent  Office*  If  British  reluctant  to  Join 
in  this  course*  recommend  we  be  authorized  to  establish  Patent  Office 
for  US  Zone,"^ 

On  29  July  19ii9  the  Department  of  the  Arny  authorized  OMOUS  to  approve 
the  bizonal  ordinance  establishing  the  Patent  Office*  if  tho  British 
were  ready  to  agree*  but  not  to  set  up  a  separate  Patent  Office  for  the 
US  Zone*  A  further  delay  was  caused  when  the  State  Department  accepted 
a  French  request  for  a  tripartite  conference  on  German  patents  and  the 
matter  was  still  pending  >d'.en  OMGUS  passed  over  its  responsibilities  to 
HICOG.2 


1*  Cables*  D/A  to  OMJUS,  WARX-83775  of  $  Febj  OMOUS  to  D/A*  CC-8956 
of  22  Jul  and  00*9212  of  2k  Jul  1:9 J  CAD  Numerical  File*  Ra-122* 
DRB.  mOL-fimS  SECRET*  CC-8956  SECRET*  CC-9212  CONFIDENTIAL 

2*  Cables*  D/A  to  (KRIS*  WARX-92176  of  29  Jul  1(9*  CONFIDENTIAL,  and 
WARZ-92880  of  15  Aug  1:9*  RESTRICTED*  CAD  Numerical  File*  R0.122* 
DRB.  Decision  223. 
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Arrangementa  were  alao  made  during  August  1949  for  German  officials 
to  take  over  the  operation  of  the  EHP  Mission  in  Washington.  It  vas 
agreed  between  the  Departments  of  State  and  Arof  and  the  BCA  that  the 
Allied  officials  attached  to  the  Mission  would  remain  in  a  supervisorjr 
capacity  until  the  establishment  of  the  West  Oerraan  government*  There¬ 
after,  they  would  remain  tmt^iorarily  as  advisers  but  would  j^iase  out  as 
scon  as  the  Germans  were  able  to  handle  liaison  with  the  EGA  alone*^ 

West  German  Government  Becomes  Operative  and  Military  Government 
Temilnatea 

The  Geman  election  of  deputies  to  the  first  Bundestag  was  held 
on  ill  August*  The  last  major  reporting  task  undertaken  by  CM^US  was 
a  detailed  analysis  of  the  results,  which  was  teletyped  to  the  Depart- 

o 

ment  of  the  Anqy* 

The  German  Parliament,  consisting  of  the  popularly  elected  Bimdes- 
tag  and  the  Upper  House  or  Bundesrat  designated  by  the  Land  Assemblies, 
convened  in  Bonn  on  7  S^tember  1949 •  On  12  September  the  two  Houses 
convened  jointly  as  the  Federal  Convention  as  provided  in  the  Basic  Law, 
and  elected  Professor  Theodor  Heuss  as  President  of  the  Federal  Republic 
of  Germany.  Dr.  Konrad  Adenauer  was  elected  Federal  Chancellor  by  the 
Bundestag  on  15  September,  and  his  cabinet  was  approved  by  that  bo^  five 


1.  Cables,  D/A  to  BIGO,  WCL  31419  of  2  Aug,  SBCREIj  D/A  to  OHIUS, 

WCL  34226  of  12  Aug  and  d/a  to  OlOUS,  WX-92773  of  15  Aug  k9$  PMP 
Cable  and  Telecon  File,  KCRC* 

2.  Teleconference  Frankfurt  TT  2543  of  15  Aug  49«  Frankfurt  Cable  and 
Telecon  File,  KCRC.  CONFIDENTIAL 
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dagra  latar*  On  21  SqptMbar  19li9  tba  thraa  High  CcMdailonara  hald  a 
foxMl  oaraaoB^  at  ahioh  tlMgr  anaouaead  tha  taz«iaatlon  of  MUltarx 
OoTtmaaat  and  tha  ooalnc  Into  forea  of  tha  Oooupatlon  Statuta*  Tha 
aaaa  dagr  tha  Dqpartnant  of  Stata  laauad  an  aaaouaomant  that  aa  of  21 
Saptaribar  I9l«9  tha  MUltaiy  OoTainaant  of  tha  Ualtad  Stataa  Zona  of 
Oaraaigr  (0M3IB)  waa  taminatad  and  tha  Unltad  Stataa  High  Coaadaaionar 
for  Oamangr  (HICOQ}«  ondar  tha  imadiata  diraetion  of  tha  Saoratarjr  of 
StatOi  vaa  authoriaad  to  axaroiae  all  of  tha  govanaaantal  funotiona  of 
tha  Unltad  Stataa  in  Oamangr  axoapt  tha  oonmand  of  troopa*^ 


1*  Tamination  of  Hilltary  OoTemnant  and  Proolanatlon  of  Ooovq^tion 
Statuta,  Statamanta  by  Chanoallor  AAmmw  and  bgr  indra  nranoola- 
Fonoat|  Ffanoh  High  Conmiaaionari  and  Daolaration  placing  Oooupa* 
tion  Statuta  in  force.  Story  in  Docunanta  321-23j  Announeaaiant  on 
Tanaination  of  OMOUS  and~tjS?clifa,  ibid.  l86i  Conatitution  p  X7I. 
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Chapter  11 


FINDINGS  AND  RECWMNDATIONS 


INTRODUCTORY 

Although  the  findings  that  follow  are  restricted  to  those  that  appear 
to  have  the  greatest  applicability  to  future  US  occupation  situAtionej  it 
should  be  kept  in  mind  that  they  derive  only  from  an  examination  of  US  W  H 
experience  in  providing  policy  guidance  for  CA/jB3  operations  in  Germany* 

What  held  true  for  occupied  Germany  in  15?U5-19U9»  howeverj  nay  or  may 
not  necessarily  hold  true  for  another  time  or  another  place,  Also^  what 
held  true  for  tiie  topics  principally  Investigated  in  this  study  may  not 
without  modification  hold  true  for  other  topics.  The  procedural  and  adndn- 
istrativo  lessons  to  be  drawn  from  the  experience  with  economic  controls^ 
denazification,  and  the  restoration  of  civil  government  for  example  nay 
differ  from  those  to  be  drawn  from  the  experience  with  transport,  informa¬ 
tion  conti'ol,  propaganda,  or  external  restitution.  Finally,  the  findings 
and  recommendations  do  not  discuss  in  great  detail  the  substantive  issues 
of  military  government.  Critical  substantive  comment,  made  in  the  course 
of  the  analytical  narrative,  therefore  will  not  be  repeated  in  this  chapter 
except  to  olarliy  the  point  of  view  from  which  the  main  findings  and  recom- 
iriendationu  on  procedures  and  administration  are  made. 

Each  finding  is  accompanied  by  explanatory  or  illustrative  comment* 
Recommendatj.ons  appeal-  at  the  end  of  the  chapter, 

FINDINGS 


Finding  1 ;  During  the  period  of  hostilities  and  the  early  part  of  the 
occupation  of  nermany  most  officials  in  the  United  States  Government  who 
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could  h*v  dtoiiloM  oar  d«elglv<  rtoowwndttloni  did  not  wU.  m^rttgad 


the  cfaaractT  of  th>  pr^ltaa  poatd  for  ttn  Unit«d  Staf  a  by  th»  md 

oecttpetlon  of  Oeramy* 

mtll  world  V«r  II  (and,  to  aoaa  oxtontf  witll  tho  proioot  dajr)!  i»orlc«M 
h«To  tandad  to  balittla  tha  Iqportaaea  of  allitary  problMW  oatll  intamatiooal 
politleal  oonfllota  hara  aruptad  Into  ooabat*  RoatlUtlaa  bacun^  tha  tandanegr 
has  baan  to  fooua  tha  national  anarilaa  on  tha  proaaoution  of  the  war*  to  tha 
oonparatlTe  naclaot  of  tha  objaotlyaa  toward  which  tha  ooabat  ia  aupposad  to 
bo  a  aaana.  In  World  War  H  tha  naln  eonaaqpaneaa  of  thia  "athlatio"  attitado 
did  not  oBMrga  until  a  lata  ataga  of  oohbatf  for  In  tha  aarly  dajra  tha  anangr 
had  tha  initiativa  and  our  adlitary  raaponao  waa  aora  iaaadlataljr  dlotatad  bj 
tha  taotioal  aituation*  Qna  atri]^ins  oonaaquanoa  of  thia  attitude  whan  it 
waa  aanifaatad  waa  tha  dootrina  of  unconditional  Burrondax>  which  ia  now 
ragardad  Yj  nangr  obaenrara  aa  a  political  and  adlltaxy  blunder* 

Militarr  gowamaant  planning  auffarad  froai  tha  ganaral  naRlaet  of  poat- 
hoatUitiaa  problana  during  tha  fighting,  ftwaidant  Rooaawalt  dlacouragad 
tha  daralopnwnt  of  poatwar  policy*  partly  for  faar  of'  Jaopardiaing  relationa 
with  tha  Soriet  Union  by  attanpting  to  roach  political  and  territorial 
aattloBMnta  and  partly  in  order  to  avoid  diaputaa  batwoai  ethnic  groupa  in  tha 
United  Stataa*  (Mora  peraonal  faotora*  auoh  aa  a  talent  for  iaproviaation 
and  a  diainolination  for  ayataaatio  thinldnCfiBy  have  played  their  parti  the 
Praaident  atatad  aa  lata  aa  20  Ootobar  ipMi*  with  raapaot  tp  planning  for  tha 
polltloal  and  aoonoadc  poatwar  traataant  of  Oaraany*  "I  dlalika  making 
detailed  plana  for  a  country  which  wa  do  not  occupy*  ”)  Evan  aa  lata  aa  the 
aumaar  of  tha  State  Dapartaant  appeared  unwilling  to  accept  tha 

raaponalblllty  for  tha  foraation  of  policy  on  lUrgant  qioationa  of  coal  pro¬ 
duction  and  diatrlbtttlon  and  the  raatoratlon  of  tranaport  faoilitlaa  In  Oaraangr* 
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Finding  2i  Many  responsible  civilian  and  military  officlnla  wrongly 
appH  td^tooccuga^^  iaauas  a  suppoaed  dlatlnctlon  between  po3jLtlo^_MBd 
policy  irtiioh  for  acae  tiirte  iiMbited  plaiinlng. 

The  Aaeriean  adlltargr  haa  had  a  long  tradition  of  abataining  tram  inter» 
mention  in  donaatlc  political  laauea.  dvllian  leadera  and  the  public  haTt 
agreed  with  thla  tradition*  Such  abatention  does  not,  hoireYer,  aufflee  aa 
a  guide  to  ndlltary  conduct  under  nodem  conditions  of  warfare  and  lntei> 
national  relations*  Qie  deciaion  not  to  take  Berlin,  end  the  dscisics  net 
to  nowe  to  Prague,  nay  haTe  been  due  to  a  false  dichotony  between  political 
and  military  policy*^  Similarly,  for  a  time  during  the  period  of  hostlll- 
tiea  many  military  men  thou^t  of  CA/MQ,  if  at  all,  as  an  ancillary  aerriee 
of  idilch  the  idiole  duty  was  to  see  to  the  prevention  of  disease  and  unrest* 

Thla  limited  view  was  repudiated  by  some  even  before  the  close  of  hostilities, 
and  by  most  idien  it  became  gradually  apparent  that  there  would  be  a  long 
pezlod  of  military  occi^ation*  More  fundamentally,  both  nilltaxy  and  eivlliana 
tended  at  first  to  ignore  the  fact  tJiat  military  government  operations  pre¬ 
suppose,  reflect,  and  in  their  tvan  help  to  create  political  (l*e.,  foreign) 
policy* 

Finding  3  J  Although  policy-making  officials  had  at  their  dlaposal 
generally  adequttte  staff  studies  on  particular  ocoiipatlon  problems,  organiaa- 


V  Gen  Omar  Bradley,  A  Boldler*s  Story,  New  York,  1951,  p* .535}  Forreet  C*  Pogue, 
l>my  the  Ruasian.s  Got  Berlin  and  Prague,”  Journal  of  Modem  History,  Vol*  XXIII, 
No*  hf  December  195l,  quoting  Gen  ISisenhower 's  message  of  7  April  a5  to  CCS, 
mimeographed  reprint}  "...  But  I  regard  it  as  militarily  unsound  at  this 
stage  of  the  proceedingo  to  make  Berlin  a  major  objective,  particularly  in 
view  of  the  fact  that  it  is  only  35  miles  from  the  Russian  lines.  I  am  the 
first  to  admit  that  a  war  is  waged  in  pursuance  of  political  alms,  and  if  the 
Combined  Chiefs  of  Staff  should  decide  that  the  Allied  effort  to  take  Berlin 
outwel^s  purely  military  considerations  in  this  Theater,  I  would  cheerfully 
readjust  ny  plans  and  ry  thinking  so  ae  to  cari^'  out  such  an  operation*" 
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tlonal  llpoB  did  not  at  flrat  clearly  astabllah  th«  anthorlly  nd 
respoMlblll^  for  (tocialoo. 

Althoui^  th«  aaln  diriioulUai  in  dareloping  Itaitcd  States  oooupation 
P0II07  with  rtf^ot  to  Osnungr  stssasd  larfsXy  from  the  lack  of  adYaaeaj 

and  failure  to  think  throu^  long-range  poUoios*  the  developawnt 
of  speoif io  poUoles  daring  the  early  planning  period  ms  also  haspered  ty 
organisational  nonplexity  and  confusion  on  the  oivklian  side*  Authority  for 
the  developsMnt  of  policy  was  distributed  aaong  a  nuafcer  of  goremaisntal 
agenoiesf  with  no  clear  central  coordinating  neohanlsa. 

As  early  as  November  19li2  FTssident  Roosevelt  gave  the  Seoretazy  of 
State  full  authority  over  all  eoonomiOf  politioal«  and  fiscal  qaestions 
which  ni^t  develop  in  "liberated  territories,"  and  this  grant  mi^t  without 
moh  difficulty  have  ooctended  to  occupied  eneay  territory.  State  did  pro¬ 
duce  a  substantial  number  of  staff  studies  on  the  postwar  treatmnt  of 
Oermsnyi  but  they  were  to  a  great  extent  buried  by  indifference  or  neglect 
at  higher  levels  and  by  hostility  on  the  part  of  other  agencies*  The 
Treasury  Department,  the  Department  of  Justice,  and  the  Foreign  Economic 
Administration  (succeeding  the  Board  of  Uoononio  Warfare  and  the  Office  of 
EconoBiic  Warfan)  conpeted  with  State  for  a  share,  and  soswtimes  for  the 
doodnant  influence,  in  the  making  of  occupation  policy*  The  War  Department, 
seeking  guidance  for  operational  planning,  could  find  no  agreed  source  of 
policy* 

Finding  In  The  vacuum  of  policy  on  the  occupation  of  Qensany,  created 
largely  by  the  reiUiial  of  the  president  to  isake  firm  decisions  and  the 
failure  of  the  Department  of  State  to  exercise  leadership,  was  filled  by 
8hort*t|nn|^olloieB_onj|d||ldi_Jn^^ldua^|___Md_graug8^_ln^_otber_jovexnnentjyen^e8 
exerted  an  influence  greater  than  was  Justified  ly  their  proper  role* 
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In  }.9ltU  and  an^  aotlTe>  dadlcated  group  of  offioials*  located 
principally  in  the  Forei  gn  ^con'nlc  Adainistration  and  the  Trea8\u7  but  alao 
aoattered  elaaidieret  exerted  an  influence  on  Unitttd  States  poli^  toward 
Qemany  out  of  proportion  to  their  nunbera  and  rank.  Their  influanoe  worked 
in  the  direction  of  a  harsh  and  represslTe  policy  which  recognised  aoae  but 
ignored  others  of  the  most  laportant  facts  about  the  organisation  of  the 
European  eoonony^  the  strategic  situation  between  the  vest  and  the  Soviet 
Unioui  and  the  condition  of  the  Qexman  government  and  people.  No  ooncluaion 
le  drawn  here  on  the  motives  or  affiliations  of  the  persona  who  eoiqpoaed  thia 
center  of  policy  Interest. 

If  the  officials  who  ultimately  must  answer  to  the  public  had  had  the 
organisational  naans «  the  time,  and  the  doctrine  to  enable  then  to  recognise 
this  center  of  policy  Interest,  the  polld.  es  advocated  by  it  would  have  been 
at  least  adequately  ventilated  and  appraised.  They  were  not.  As  one  result, 
the  Morgenthau  Plan  was  ( in  effect)  approved  by  Roosevelt  and  Churchill  at 
the  Quebec  Conference  of  September  19l4ii,  althou^  principal  officials  of 
State  and  War  had  disapproved  its  content  and  although  the  President  might 
well  have  disapproved  of  its  implications  had  they  been  pawperly  presented. 
As  a  second  result,  the  attitude  toward  Germany  reflected  by  the  center  of 
policy  interest  that  had  worked  up  the  Morgenthau  Plan  prevailed  In  the 
preparation  and  negotiation  of  JCS  1067,  the  interim  post-surrender 
directive,  which  owed  much  of  its  tone  and  emphasis  (though  by  no  neans 
of  Its  specific  provisions)  to  the  momentum  that  Quebec  had  given  to  the 
Morgenthau  Plan. 

Finding  5 1  Once  an  interim  policy  was  announced,  operational  planrere 
in  the  War  Department  and  especially  in  the  theater,  lacking  a  guide  to 
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looa^r$aiM»  pollcar»  irtm  foroad  tlthr  to  drift  idth  thw  tld«  of  «T>nt«<  to 
■■k*  ind«p«ni>nt  awwaptloM  on  lont-imnit  obJ«ctlv»i  or  to  d«ftr  to  tin 
Intwla  poHey  m  IT  It  eorr* etiy  raflacttd  longrmf  obJ>ctiT«g» ,  gwir 
ttwittJQy  oboM  th>  iMt  ooutm* 

Om  eoroll«i7  of  tho  dlatlnotlon  betiMan  adlltuy  daolaloiw  and 
polltiec).  daelalona,  appliad  to  Ck/iSit  ms  that  whan  tha  polltleal  anthorltlaa 
had  aada  poUoy  It  baoana  the  dulgr  of  tha  allltaigr  to  axaeuta  and  awan 
dafand  It*  That  prlnolpla  doaa  not  work  proparly  nnlaaa  tha  polltioal 
authorltiaa  dlaoharga  thalr  raaponaiblllty,  ualaaa  the  ■lUtaiT'  knowa  idiara 
to  tnm  for  guidanooj  and  unlaaa  tha  ailltary  ia  aware  of  tha  policy 
oonaaquanoaa  of  ita  own  oparatlona*  Whan  polltleal  laadarahip  abdloatad  Ita 
policy  f\motloni  tha  ixmy$  both  in  Waahlngtcn  and  in  tha  thaatar«  naturally 
elun*  to  whatarer  atrawa  of  policy  ware  aTallabla.  Thua,  without  regard  to 
thalr  aarlta^  JCS  106?  and  JCS  1067/6  acquired  a  purely  azlatantlal  value 
aa  (in  tha  phraaa  of  Qan  Bedell  Sadth)  "a  workable  polloy  for  Oamany." 

finding  6 I  Tha  initial  polloy  Battled  on  for  the  occupation  of  Qerwany 
aeon  proved  inadequate  becauae  it  covered  only  ahort-tarn  objaetivaa,  wm 
davalopad  frow  a  eoaibination  of  military  requirenantaj  and  waa  baaed 
aolaly  on  a  Waitdvii  philoaophy,  Tha  initial  poliqr  alao  proved  unaatia- 
factory  in  content  for  a  nuaioer  of  raaaona.  Aawng  thaaii 

(•)  It  placed  tha  reaponaibllity  for  recovery  and  waint«"«n^t  of 
tee  Qarwan  aoonoiQr  on  the  Oemane  themBelvaa  but  forbade  the 
of  a  central  govemaent  organiaaUon  to  regulate  tee  eoonowy  and  aealit  ita 


recovery* 


(b)  It  failed  to  gijre  due  wei^t  to  tee  probleM  of  European  eoonole 
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ftibaf  ry  and  tha  rol«  that  Oermaay  would  hare  to  pl«y  aa  an  eaaenti^ 
cowpoMPt  in  the  Baropean  aeononlo  ayatd«> 

(o)  fe4t<^  tended  to  create  dlsaatlafaetjj>a  Mjd 

urH^jtiM|OHg^^^|ij^«^iiutta_tbtt_eo|^d_h»Tg_ftndan[gg>d_^<i_occttpyipg  for6»B> 

(a)  Tt.  f*4i*d  to  thd  r>8p>et  and  eoneurrsno  cf  nmy  of  th» 

Aaarlom  in  the  fl<ld  oharied  Kith  the  duty  of  carrying  It  Ottt« 

Heat  of  the  faotora  that  perplexed  United  States  policy  on  Oexmany  in 
19ll5  and  191(6  could  have  been  predloted^  and  nanor  had  been*  The  inadequacy 
of  JCS  1067  and  JCS  1067/6  cane  aa  no  surprise  to  the  working-level  staff 
planners  in  State  and  War  whose  reconnendatlons  had  lost  out  in  lata  19U( 
and  early  191(5* 

Finding  7t  The  Interia  policy  delayed  for  some  tine  the  neeessaiy 
foranlation  of  long-range  policies  to  serve  objectives  with  vhieh  it  was 
inconsistent* 

The  relationship  between  interin  and  long-term  post-'hostilities  policies 
was  blurred.  Available  records  contain  no  approved  statement  dating  from  tiie 
pre-eurrender  period  and  expreseing  long-term  United  States  policy  for 
Germany*  Although  the  September  19l(l(  version  of  JCS  1067  esqplicltly  declines 
"to  prejudice  whatever  ultimate  policies  may  later  be  determined  upon»"^ 
its  provisions  contained  strong  suggestions  for  long-range  policy*  Planning 
of  a  general  directive  for  Germany  to  be  used  as  a  basis  for  negotiation  in 
the  European  Advisory  CosmdsBion,  for  instance*  wae  inhibited  by  the  assertion 
that  nothing  could  be  proposed  that  was  inconsletent  with  JCS  106?  because 

^  "oareoiive  to  dCAEI^  ifegarding  ihlltaiy  Government  in  Qensaqy  lasoediately 
Following  Cessation  of  Organised  Resistance  (Post-Defeat)*"  Biclosure  "C”  to 
JCS  1067*  approved  by  Joint  Chiefs  of  Staff  2h  Sept  lih,  ASW  Oeoimal  Hie 
370*8  Germany  (Working  File)*  DRB.  RESTRICTED  (Downgraded  from  TS)* 
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JOS  1067  had  laplaantad  aa  laferrad  (but  anstated)  penunant  policy. 

nadlag  8i  During  iyli6  and  19U7  ■aaor  faataras  of  the  initial  oeeupa- 
tian  poliay  wart  ■odlilad  or  abanienad  for  atratagiOf  acpnoMic«  hananitarian 
or  other  raaaonai  and  the  aaaantlala  of  a  leng-ranga  pollagr  iwra  daralopad* 

la  the  araaa  eovarad  bjr  fehia  itudy  aoat  of  the  baslo  proauppoaltiona  of 
tha  ooonpatiott  poUej  vara  »vlaad  or  ropradlatod  vlthln  two  Taara  of 

the  end  of  hoatUitiaa.  inong  thaaa  vara  tha  prlnolpla  that  Oanaan  olvlllan 
Indnatiy  ahoald  ba  aararaJy  oartallad  baoauaa  it  waa  aaaantlal  to  tha  Qatvan 
var-aakiac  ability}  tha  prlnolpla  that  tha  Unitad  Stataa  ahould  aaauaa  no 
raaponaiblU^  for  aaalatlng  aeononlo  recoToiy  in  Oamanyj  tha  piineipla 
that  it  would  ba  praetleabla  and  aalutary  to  treat  tha  whole  Qaraan  people 
aa  enlpablai  tha  principle  tliat  all  Ifazla  should  bd  pamanantly  barrad  from 
proaiaant  pnblie  effieej  and  tha  priaelpla  that  tha  United  States  had  little 
or  no  intaraat  In  tha  ra»astabliriiaaat  of  oaraan  oantral  goTamaantal 
Instittttlona* 

lhara  ware  aararal  raaaona  for  tha  ehanga.  VLtb  tha  raalliation  that  the 
ooovpatlon  would  last  aoM  tlaa  oaae  a  feeling  of  responsibility  for  the 
welfare  of  nlllions  of  Oarnans  wfaO|  thoui^  ajo^anamlaa,  depended  largely  on 
Anariean  rasouroaa.  Tha  iMrioan  people,  partly  lad  and  partly  followed 
by  their  exaeutiTa  and  laglelatiwe  repraaantatlTes,  began  to  adjust  their 
thlxiklag  to  the  role  that  the  United  States  had  to  play  In  restoring  eoononio 
actlrity  and  sooial  order  in  Europe,  and  to  tha  iagiortanoa  of  Oamany  in 
fulfilling  that  task.  Bie  financial  burden  borne  by  the  United  States 
tazpayer  for  Qaraan  relief  and  rehabilitation  increased  the  desire  of  the 
Congreas  to  stiaulata  Qeraan  recoTe^,  curtail  reparations  raHorala  and 
dlsMntliag,  and  prow>ta  the  establishMnt  of  affeotiTe  adalnla- 
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tratlon.  !■  the  United  States  outgrew  Its  iUnsion  of  the  identity  of 
intereat  between  the  Soviet  Union  and  the  free  world,  Aaerlean  polloy- 
■akors  directed  particular  attenti.on  to  Oermany,  a  border  area  where  the 
two  syateae  were  in  oonfliot  and  on  trial*  Finally,  the  day-to-day  operas 
tions  of  wnitary  gorerraant  in  the  field  built  up  a  growing  awareness  of, 
and  dissatisfaction  with,  the  unworkable  aspects  of  the  interim  policy* 

In  many  respects  the  long-range  polioiea  hannared  out  in  19I416  and  19U7 
by  Secretary  B^rmes,  Qensral  Clay,  and  others  in  Washington  and  the  field 
vindicated  the  wartins  planning  of  the  working  ataffe  in  State  azwl  War* 

Finding  9t  The  Office  of  Military  Oovemment  for  Germany  (PS)  (OMQUS) 
played  an  increasingly  important  part  in  suggesting  baalo  policiee  and 
developing  detailed  sub-polloies*  In  some  areas  of  policy,  aspecially  in  the 
establishment  of  Qeman  governmental  inetitutions,  QHQOS  »>ade  most  of  t-h* 
basic  policies  in  the  absence  of  guidance  from  Washington* 

Qensral  Clay  and  (WQUS  became  aware  rapidly  of  the  political  function 
of  milltaiy  govemmnt;  of  the  inadequacy  of  purely  military  formulae,  like 
the  prevention  of  dieeade  and  unrest,  to  cope  with  the  economic  and  other 
probleae  that  deeumded  solutioni  of  the  defects  of  the  interim  policy.  Bie 
history  of  the  occupation  ehowe  a  growing  self-eonsoiousneee  on  the  part  of 
milltaiy  in  Washington  and  the  theater,  a  growing  willlngnese  to  con¬ 
tribute  to  the  formation  of  basic  policy,  and  a  growing  acceptance  of  the 
duty  of  making  policy  when  guidance  from  the  clvlllens  was  lata  or  absent. 

The  shifts  in  occupation  policies  during  the  course  of  milltaiy  government 
in  Oermeny  represented  at  the  sane  time  a  consolidation  of  civilian  and 
military  policy* 
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Ilii^Dg  lOi  Tha  d»pf  of  (tot*!!  ip»ll«d  cut  Ip  polldSi  fonoilafd 
In  WMhlngton  tirl>d«  Tht  Intwlji  policy  dtTtloptd  in  WMhlniton  la  19l<5 
did  not  >llcw  adtmtAm  ftttdon  of  action  on  dttalli  to  tht  ■illtary  gotiimori. 
M  ti—  iMnt  otti  th>  ■illtti7  tormruor  and  hlii  rtnff  «cqulr«d  rnafcw  $ 
pr»itlgt‘«  cyrtPtMt  Md  truii,  to  »  comldtrablt  mtwt  tb>  Vtx/irwr 
Dtpytamt  omw  ■  to  1>«t>  d<t<il»  to  tht  thMtr,  particularly  >a  chMuwla 
of  ooMwnlcatlon  bttwn  Wanhlngton  and  th«  tht»t«  iaproTtd,  but  throm^iout 
tho  ooottpatlon  WMblngton  oooanlon*13j  IntTTtiad  In  toplei  of  ■pocltl 
IntoroBt  to  CongroBBf  tho  publloi  or  oar 

An  OQtatandlng  owplt  of  OTir-dat«ll«d  Initruotlon*  In  CA/H3  was  JCS 
1067i  teMd  on  dotallad  intolUfonoo  •itlaatoi  that  wart  latar  oorraotad  and 
on  a  polloj  that  vaa  latar  rlrtuaUjr  rapudlatad.  Othar  axaaplaa  In  tha 
araa  oorarad  by  tha  ati^jr  wara  thoia  of  raparatlonif  laral-of-lndnatry,  and 
aoM  of  tha  nagotlatlona  landing  to  a  fuaion  of  tha  tbraa  vaatam  lonaa; 
Raparatlona  and  laval-of-lndaatiy  lant  thaawalTaa  to  tha  ooapUatlont  at  a 
dlatanoa,  of  pradBa  Hats  and  targataj  aora  Inportanti  they  nara  at 
dlfferant  tlnaa  of  grant  noaent  to  our  alllaa  and  to  Congraaaj  political  and 
diploaatio  praaaura  vaa  put  on  Vaahlngton  to  antar  Into  datall.  A  aAaor 
illuatration  waa  the  obligatory  purohaaa  of  280,000  tona  of  Aaarlean  aaad 
potatoaa  with  QM3US  fonda,  to  enaura  Oongrasaional  aupport* 

In  a  nnbar  of  oaaaa,  poliolea  warn  daralc^ad  in  tha  thaatar  with  llttla 
or  no  guidanoa  fro«  Waahlngton.  In  ganaral  QHQUS  vaa  allovad  aora  latituda 
in  goTamaantal  that  in  aooooaie  or  flnanolal  aattara.  For  Inatanoa,  tha 
thaatar  danailfioatlon  dlractlTa  and  tha  tranafar  of  danaalfleatlon  opar»- 
tlona  to  tha  Qanaana  In  19U5  vara  davalopad  in  tha  thaatar,  aa  vaa  tha  louth 
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Aanastj  of  19U6«  When  the  Qeznans  were  developing  oonetltutlone  for  the 
Lander  In  19U6,  the  State  Departaent  ^gan  to  Insist  on  detailed  changes 
but  deferred  to  r*nm.  idiioh  wished  to  keen  allltai?  fovemsMnt  interfex>ence 
to  •  ■Iniwigit  plens  for  biscnal  orgsaisatloa  iters  apparsutly  dsTSloped 
in  the  theater,  m  som  oases,  such  as  ourreney  refona  policy  in  19I46  ai^ 
thSttter-IiTel  uegctiaticsc  00  an  Occupation  Statute  in  191:9,  C^OS  had 
difficulty  in  obtaining  guidance  sufficiently  firm  and  yet  sufficiently 
general. 

Toward  the  end  of  the  period  of  occupation,  General  Clay  was  involved 
in  continual  negotiations  with  the  western  Allies  and  the  Qeznans.  Washing¬ 
ton  came  to  have  something  like  an  articulate  philosophy,  not  always 
followed,  of  allowing  him  latitude  in  his  negotiations.  In  a  late  stage 
of  the  ourreney  refozn  negotiations,  for  example.  Under  Secretary  of  the 
Army  Draper' (who  had  been  a  division  chief  in  OHQUS)  reassured  General 
Clay  "that  within  the  general  principles  and  policies  given  you  by  your 
goverzummt,  the  detailed  decisions  based  on  tripartite  negotiation  were  within 
your  province."  Again,  in  September  191:8  during  the  siege  of  Berlin, 

Secretary  of  the  Army  Royall  cabled  General  Clay  that  "it  is  not  my  Intention 
nor  that  of  the  State  Department  to  restrict  or  hangjer  you  in  your 
negotlatiozia.  However,  we  will  be  glad  to  give  you  our  opinions  on  any 
mattsrs  about  xhioh  you  wish  to  consult  us,  and  to  assume  or  share  the 
reeponeibillty  of  any  important  deeieions  which  you  have  to  make."  General 
Clay  more  than  once  reminded  Washington  of  the  distinction  between  giving  him 
an  order  and  making  a  suggestion  to  him. 

Finding  lit  The  comtnuiication  of  policy  suggestions,  eetabliehed 
policiee,  reports,  and  criticism  between  OHQUS  and  the  war/Ancy  Department 
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¥aa  fair  at  th«  b«glanlng  of  thg  occupation  but  iaproT«d  robBtantHIly  in 
the  eourae  of  tl—  d>aplt«  oec*aioiul  recurring  br*«kdoima«  Corr>Bp<»id«nct 
and  eeblee  were  enapleaented  by  eertws  wi  perBoael  ocntect«  of  which 

pertiape  the  noat  ijiportant  iiaa  the  partlelpatlon  of  OMOOS  repreeentatlma 
in  intemetiooal  eonferenoee  outeide  OerMBor  >a  adTieere  to  Ihlted  Stetee 
negotlatore  on  OewBaw  ■attgrgs 

Bren  after  etable  orgenliatloas  had  been  dereloped  In  Vaahington  and 
the  th  eater (  no  clear  pattern  vas  dlaoemlble  for  the  taking  of  InltlatlTe 
in  the  foxvatlon  of  alUtaxy  govenaent  poliojr  In  the  areae  studied.  Thle 
was  not  neoessariljr  a  defect.  Uille  it  oould  and  may  hare  led  to  dnpUoa* 
tion  of  effort,  the  main  difficult/  was  not  orerlap  but  gaps*  Where 
eoamunioation  was  ample  and  early  enough  in  relation  to  the  need  for  it,  the 
looua  of  initlatiTo  does  not  appear  to  hare  nattered,  if  someone  exercised  it 
in  tlaM.  (Factors  of  pride,  wanity,  and  credit  would  of  ooursolmve  to  be 
oonsideradj  the  study  was  largely  confined  to  dooumsnts  and  did  not  dewote  to 
such  factors  the  attention  that  could  haws  bsec  paid  if  the  adninlstrative 
process  had  been  inTestigated  by  interriew  techniques.) 

A  not  untypical  exasqile  of  adequate  oomBunloation  was  the  development 

of  policy  on  Oeman  central  agencies  in  ndd-l^lfi.  Preparing  for  the  second 

part  of  the  Paris  CPH,  the  war  Department  on  23  Hay  sske^  OIDUS  through  V3TSI 

to  contribute  its  views  on  Oexmon  central  agencies  (among  other  agenoies)  for 

incorporation,  in  papers  to  be  submitted  in  SWiCC.  On  26  Xiy  the  views  of 

OMQtB  were  cabled  by  General  Clay|  special  reports  were  sent  by  air  courier 

to  Washington,  suppleasntlng  the  cable.  On  11  June  QH0D3  cabled  Washington 

suggesting  olose  liaison  between  Washington  and  Berlin  on  planning  related  to 

Oeman  governmental  structure;  the  State  'Department  (Assistant  Seoretaiy 

Hilldring),  advised  by  CAD,  replied  sending  two  State  Department  research 
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papar*  nuiuh  •ppursBily  wero  tr&ixwBitibSd  'to  OMQUS*  On  13  Jun6  GAO  not-lfi6d 
Gmeral  Clax  that  the  Seoretaxy  of  State  had  accepted  a  large  jart  of  hla 
26  Mgr  reoooDeadationa  aa  the  orflclcG.  view  of  the  Gevemmsat  for  prev.anta- 
tloa  to  the  Cm,  and  on  29  June  the  War  Oapartnant  cabled  general  govemnaatal 
approval  of  the  OKQUS  plan  for  central  Qenaaa  aganolea. 

On  the  other  hand,  cosmunication  broke  down  on  occasion  at  one  or  more 
of  aeveral  points. 

(a)  To  take  an  earlx  example.  General  Clajr  before  leaving  Washington 
to  become  Deputy  Military  Governor  was  so  inadequately  briefed  that  ha  knew 
nothing  of  JC3  106?  (then  in  preparation);  he  knew  nothing  of  the  tripartite 
policies  on  Germany  agreed  on  by  the  Soviet  Union,  the  UK,  and  the  US;  and 
he  was  not  e'ven  advised  to  t2dk  to  anyone  at  the  State  Department. 

(b)  Again,  the  government  occasionally  was  embarrassed  by  the  eoexistence 
of  incompatible  drafts  of  an  important  policy  document,  as  with  the  versions 
of  JCS  106?  used  by  USGGG  in  early  194? ,  the  two  text<s  of  the  German  surrender 
document  before  the  Suropean  Ad'visory  Commission,  and  the  divergent  drafts 

of  the  Oocupation  Statute  in  1949. 

(o)  General  Clay  with  partial  juetlee  complained  that  his  negotiating 
authority  waa  being  continually  undermined  by  State,  e.g.,  at  one  stage  of 
the  negotiations  on  prohlbltsd  and  restricted  industries;  at  one  stage  of  the 
negotiations  on  trlsonal  fusion;  and  on  the  occasion  of  a  dispute  over  the 
timing  of  the  delivery  of  a  conciliatory  letter  to  the  Germane  working  up  the 
Basic  Law  in  their  Parliamentary  Council. 
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Btfvrtaoe  has  been  oada  Miller  to  rarloua  devlsei  for  ooBuoloating 
polioj  between  Vaahlngton  and  the  theater.  Dajr-to-dajr  oorreapondenoe  and 
oabiea  uda  up  the  largaat  voluoe  or  matter  atudled,  but  aereral  other 
devisee  were  of  great  Import enoe. 

Ihe  loaa  of  time  oonauaad  in  travel  and  abaenoe  from  Berlin  waa  more 
than  offaet,  apparently,  by  the  reaulta  obtained  by  aome  of  the  tripa  laade 
to  Waahlngton  by  OMGUS  leadera  to  oonaultt  e.g..  Clay  In  November  1945  on 
food  allotments,  intematlonaliaation  of  the  Ruhr  and  Bhlneland.  oentral 
German  agencies,  and  reparations}  Clay  in  November  1946  on  blaonal  unifl- 
oation.  revision  of  the  JCS  106?  series,  and  soelalieatlon  of  industry; 

Draper  in  January  1947  on  the  food.  fertUlaer,  transportation  and  petroleum 
budget. 

i  moat  important  channel  for  the  oonnunloation  of  policy  and  auggeationa 
and  for  the  ventilation  of  grisvanoes  sooumulated  in  day-to-day  work  seems  to 
have  been  developed  almost  Inoldentallyt  the  attendanoe  of  OHQUS  personnel 
at  various  international  conferences  where  they  had  an  opportxmity  to  work 
with  War  Department  and  especially  with  State  Department  officials.  A  partial 
list  will  indloate  the  range  of  topics  ooveredi 

(a)  General  Clay  and  Ambassador  Murphy  attended  the  first  part  of  the 
meeting  of  the  Council  of  Foreign  Ministers  (CFK)  in  Paris  in  May  1946}  Clay 
had  an  opportunity  to  explain  to  Secretary  of  State  ^fineo  and  Senators 
Connally  and  Vandenberg  the  economic  consequences  resulting  from  the  severance 
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of  Germany  into  four  independently  operated  areae.  An  indireot  eequel  to 
OaBaral  Olay'i  talks  vdth  Seoretaiy  Byrnes  in  Kay  and  July  1946  at  Paris  was 
the  Seoretary's  visit  to  General  Olay  in  Berlin  before  the  Seoretary's 
Stuttgart  speech  in  Septenber  1946«  a  speech  that  owed  such  to  a  draft  suonary 
of  policy  previously  prepared  by  General  Clay  and  hia  staff  and  naxicsd  the 
new  direction  for  United  States  policy  on  Gennany. 

(b)  General  Clay  and  cone  of  his  staff  represented  the  War  Department 
in  Washington  (November  1946  and  October  1947)  in  the  negotiations  with  the 
United  Kingdom  on  import-export  levels  and  financing. 

(o)  The  Moscow  CFM  in  March  1947  brouf^t  together  a  considerable  number 
of  OMGUS  experts  and  State  Department  experts  on  Oemany,  affording  at  least 
a  tesqporary  opportunity  for  an  unprecedented  degree  of  coordination,  which 
had  for  American  occupation  policy  a  more  lasting  importance  than  merely  the 
preparation  of  the  US  position  in  the  Conference.  It  was  at  Moscow  that  US 
pollclns  on  the  German  economy  and  the  German  governmental  structure  were 
developed  in  the  light  of  the  split-off  of  the  Eastern  Zone,  the  reaction  to 
Soviet  agression  in  Europe,  and  the  forthcoming  fusion  of  the  western  sones. 

(d)  The  London  GPM  in  November  1947,  attended  by  OMGUS  experts  on  German 
government,  established  the  oontrolling  influence  of  OMGUS  on  governmental 
matters. 

(e)  At  the  London  4Lx-Fower  Conference  on  Germany  in  February-Harob  194S 
General  Clay  and  his  advisers  assisted  in  the  formation  of  US  policy  on  a  wide 
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range  of  subjeete,  including  reparations  deliveries;  the  relationship  of 
Western  Qemanjr  to  the  European  Beooverj  Progrsa;  control  of  the  Subr;  the 
evolution  of  the  politioal  and  eeonomlo  orgardsation  of  the  three  vestem 
sones;  end  the  Msooiation  of  Belgluaj  the  NetherlaodSf  and  lassmbourg  in 
Qermsa  policy. 

(f }  In  preparation  for  the  CFK  in  Paris  in  May-June  1949«  Just  after 
the  Berlin  Blookade  endedy  OHGXJB  drew  up  papers  for  the  Department  of  State 
on  conditions  in  the  Soviet  Zone*  quadripartite  supervision  of  elsctions, 
disarmament «  foreign  property  interests  in  Qemsnyf  and  Berlin  currenoy. 

Perhaps  the  intemational  conferences  enabled  offloials  from  both 
Washington  and  the  theater  to  escape  temporarily  from  some  of  the  restric¬ 
tions  imposed  by  their  filesj  their  telephones,  and  the  other  necessary 
paraphernalia  of  their  work,  to  devote  tine  and  oonoentratlon  to  endeavoring 
to  understand  their  colleagues'  viewpoints  and  clarifying  their  own. 

Finding  12 «  Fact-finding  missions  to  the  theater  helped  to  improve 
presidential,  congressional,  and  public  understanding  of  military  government 
problems,  particularly  on  oueatlons  of  food  and  agriculture. 

Even  apart  from  staffs  and  sub-ooiBnlttoes  of  Congressional  oonmiittaes, 
ths  theater  was  visited  by  Investigators  sent  from  Washington  with  special 
missions.  Several  of  these  missions  performed  a  ueeful  function  in  relay¬ 
ing  to  Washington,  with  nevr  approaches  or  new  stress,  problems  of  whose 
magnitude  the  theater  had  not  suooeeded  In  persuaolng  Washington  throuf^  the 
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itlea  of  offioiale  on  both  aldee  held  down  the  dlffloultiea  Inherent  in 


the  eltnatlon. 

A  epeolul  difficulty,  never  fully  resolved,  wae  presented  by  the  liaison 
In  the  theater  between  OMGUS  and  USPOLAD,  the  State  Depaz*toent '  s  representative. 
General  Clay's  theory  was  that  his  Instructions  should  come  from  his  oomnand 
superiors  in  the  War'  Department,  and  that  the  views  of  the  State  Department 
if  presented  as  Instructions  must  be  cleared  by  State  in  SWNCC  or  (if  SWHCC 
oo\ild  not  agree)  at  the  White  House  before  being  transmitted  from  SWI'ICC  toJCS, 
from  JCS  to  CAD,  and  from  CAD  to  OH'AIS.  Under  that  theory  the  Political 
Adviser  in  Berlin  could  serve  only  as  a  transmitter  of  suggestions  and  a 
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watchdog  for  State.  In  practice  the  collaboration  between  General  Clay 
and  iabaaaador  worked  well,  with  aporadlo  eruptions.  7b  the  extent 

that  USPOLIUD  aouj^t  to  equip  itMif  t-c  give  advise  sa  questicui  of  Qeman 
polltloi  and  Qeman  govemaantal  struoture,  Qeneral  Clay  tended  to  lean  rather 
on  his  experts  in  OMQUSi  and  this  strain  increased  as  the  Oeruan  government 
became  more  and  more  nearly  autonomous,  for  the  Political  Adviser  naturally 
sought  to  mold  his  office  and  his  function  more  and  inore  in  the  traditional 
uibassadorial  forms. 

RBCOMMSNDATIONS 

1.  Zn  planning  for  the  polioles  to  be  followed  in  the  military 
occupation  of  foreign  territory  by  United  Statee  forces  it  should  bs 
rsoognlsed  that  lallitary  government  polioiee  not  be  regarded  ae  military 
polioles  alone.  Polltloal,  eoeial,  and  soonomio  aspeote  of  policy  interact 
with  military  aspects  and  v/lth  one  another.  Polioiee  applied  by  the  military 
should  be  connected  and  consistent  with  US  foreign  policy. 

2.  As  soon  a  i  some  fom  of  military  occupation  is  envisaged,  the  US 
government  should  develop  clear  and  eoneietent  (not  neoeesarily  detailed) 
long-range  polioiee  for  the  guidance  of  the  officials  who  will  have  the 
responsibility  ot  sdministering  or  supervising  ths  occupation,  lha  arsy  can 
play  an  Important  role  in  this  regard  by  aaeklng  answers  beforehand  to  those 
questions  with  whloh  It  will  eventually  be  faced  in  the  conduct  of  the 
occupation. 
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Ihe  itage  at  which  long-range  policies  will  be  needed  nay  not  be 
reached  before  the  outbreak  of  hostllitlea>  but  It  would  be  iBQ>rudent  to  rely 
upon  a  leeway  of  aoathe  or  years  in  which  auoh  poUolea  can  be  erolTe^  at 
leieure*  for  the  course  of  battle  nay  nova  too  swiftly,  km»g  the  qu«|stlons 
on  whioh  i,t  would  be  well  to  develop  policy  —  or  to  take  oouaolously  'the 
risks  of  deeidlug  not  to  have  a  policy  —  are  the  following! 

(a)  Are  the  inhabitants  of  the  ocoupled  ares  to  be  treated  as  enenies, 
as  allies  of  the  United  States,  as  wards  of  the  United  States  Treasury,  As 
neutrals,  or  in  some  other  way? 

(b)  (If  the  United  States  is  a  member  of  a  'vlotorious  coalition)  Is 
the  administration  of  the  qooapied  area  to  be  shared  with  representatives 
of  our  allies?  If  so,  are  there  to  be  cones  of  occupation  as  in  Germany 
and  Austria,  or  a  unitary  occupation  with  an  inter-allied  superintending 
or  advisory  body  as  in  Japan,  or  an  occupation  as  trustee  for  an  inter¬ 
national  or  supranational  organisation  like  the  United  Nations  as  in  parts 
of  the  Pacific? 

(o)  Shall  the  inhabitants  of  the  ocoupled  area  be  pennltted  to  admin¬ 
ister  their  own  affairs?  If  so,  may  they  continue  the  form  of  government 
that  obtained  prior  to  the  occupation  or  must  they  set  up  a  different  form 
of  govexronent}  and,  if  the  latter,  under  what  reatriotions  imposed  by  mili¬ 
tary  government?  Is  it  desirable  tliat  there  be  a  period  of  transition  in 
which  governmental  power  resides  nowhere  but  in  military  government? 

(d)  Shall  militaiy  government ‘t  Jce  respor.sibillty  for  tlis  maintenance 
of  social  psaos]  for  the  restoration,  the  new  establishment,  or  the  pro¬ 
scription  of  a  parbloular  social  order;  or  merely  for  the  establishment  of 
military  ssourlty  for  the  occupying  troops?  If  at  the  time  of  oooupation 
a  violent  soolal-polltioal  revolution  is  in  progress  (assisted,  possibly, 
by  our  propaganda),  shall  military  government  attempt  to  freeze  the  status 
quo,  attempt  to  1st  things  run  their  course,  or  intervene  —  and.  If  so,  on 
what  side? 

(e)  4xall  military  government  impose  economic  controls  (ceilings  on 
production,  ceilings  on  capacity,  export  quotas,  rationing,  allocation 
priorities,  etc.)  for  securitv  reasons  or  welfare  reasons,  or  should  the 
occupied  area  be  left  to  its  own  devices?  Is  a  period  of  economio  misery 
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to  be  encouraged  as  a  lesson  to  the  defeated  population?  Zs  the  United 
States  taxpayer  to  be  asked  to  supply  the  def ieianey  between  local  resources 
and  a  nininMai  standard  ox  living?  now  shall  the  oooupied  area  rank  in  oos^ 
petition  with  our  allies  as  a  clainant  for  searoe  eoanodities  and  machlnexy? 
Should  oertain  kinds  of  production  be  pushed  in  the  oooupied  area  for  the 
sake  of  world  oeonoaio  reeovexy?  Should  productive  eapaoity  be  renoved  for 
the  benefit  of  the  US  or  its  allies,  or  for  ths  sake  of  industrial  dlsara^ 
aent?  Do  the  objeotives  of  military  security  and  economic  recovery  confllot? 

(f )  Aiall  the  fomor  enemy  leaders  be  punished?  If  so,  for  what  acts, 
by  what  tr^.bunala,  and  how  far  down  the  line?  Should  allitary  government 
purge  publlo  life  of  all  formerly  prominent  oliliene,  or  of  all  aombera  of 
a  oertain  political  party  or  partiea?  Should  tha  Inltlatlva  be  left  to  the 
looal  population?  How  ehall  the  ooapeting  olaiaa  of  retribution  (or  deterrence) 
and  adalnlatratlva  affioianoy  —  of  eooial  jusiioe  and  aoeial  order  ~  be 
reeolved,  and  by  whoa? 

It  is  not  to  be  supposed  that  polloy  on  theee  and  other  questions,  onoe 
devsloped,  oan  bie  followed  unoribioally  without  aodlfioatlon  in  the  light  of 
changing  olrouastanoes)  taut  both  our  failures  and  our  suooesses  in  Qerasny 
suggest  that  it  la  batter  to  have  long-range  poUoiea,  bowsvsr  iag)erfsot  and 
autable,  than  to  let  policy  emerge  ae  the  cum  of  our  inetlnetive  reeponees 
and  our  defaults,  modified  only  by  the  imprint  of  an  Insufficiently  identified 
center  cf  polloy  interest. 

It  should  be  noted  that  questions  like  thoss  listed  above  are  questions 
of  foreign  policy  end  fall  within  the  traditional  responeibility  of  the 
Departaant  of  State.  Other  agsnciee  have  to  play  aome  role  in  the  prooeas 
of  formation  of  policy  where  their  interests  are  concerned,  however,  and  the 
role  of  the  Any  will  and  should  be  considerable.  The  military  nuat  take  the 
reaponsiblllty  for  executing  aany  of  whatever  policies  are  ultimately  adopted; 
the  military  aust  obtain  the  appropriations  for  carrying  out  Ita  duties;  the 
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■mtaxy  probably  will  hava  th«  largest  Ind  bast-equipped  body  of  obsarvara 
on  tha  Boana  of  tha  cccupiod  araay  aupjpljring  iadiapansabla  intalllganoa  to  t^a 
aadcara  of  policy}  and  tha  aan  In  tha  fiald  almy*  amake*  scs^  polloy«  praoiaaly 
baoauaa  they  ara  tha  aan  in  tha  flold«  In  eloaaat  eontaot  >d.th  tha  problana^ 
aadiatlng  batvaan  Washington  and  tha  ocouplad  area.  Siase  oirouaatanoeSf  at 
tha  aaaa  tiaai  should  not  Induea  tha  military  to  usurp  tha  ultimata  raaponalblllty 
for  policy  that  rasta  with  tha  Stata  Oapartment  and  tha  Preaidant • 

3*  In  planning  for  future  military  govamaant  oparationaj  tha  Amy  should 
also  be  prepared  to  taka  the  Initiative  in  seeking  olaar  aaslffuaants  of 
raaponalblllty  for  tha  forsulatlon  of  military  govammant  policy  and  organisa¬ 
tional  Unas  that  firmly  astablish  tha  authority  and  raaponaibllity  for 
daoislon  making  in  this  fiald*  In  partloular,  the  aatabllshmant  of  some  central 
policy  making  body  that  will  coordinate  the  policy  intereete  of  all  tha  govam- 
nantal  aganoias  ooneemad  ahould  be  sought. 

4.  Subject  to  certain  proviaoa>  mandatory  directives  la sued  to  tha  theater 
from  government  level  ehould  express  long-range  objactivee  and  the  varioua 
aaaantiala  of  Interim  policy  in  only  aa  much  detail  as  le  needed  for  guidance, 
leaving  methods  and  procedures  to  the  Jud^aent  of  the  theater  ooamandar.  lha 
provlaoa  arat 

(a)  There  must  be  sufficiently  freouant  and  frank  oommuhloation  between 
Washington  and  the  theater  so  that  Washington  can  predict  with  fair  accuracy 
the  way  In  which  the  theater  will  carry  out  a  general  directive. 
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(b)  There  nuet  be  eufflolent  staff  support  in  the  theater  so  that  the 
theater  ooBsander  has  at  his  disposal  aost  of  the  skills  and  lefomstion  needed 
for  the  fonttiion  of  detailed  sub-polioies. 

(e)  lafoieutloB  «b4  adries  aust  bo  available  frcs  Washisgtoa  upoa  request 
Bade  by  the  theater,  e.g.,  teohnioal  inforBstion}  relevaat  diplonatio  iaforma- 
tion;  and  advioe  on  the  trend  of  policy  thinking  in  other  departments,  in 
Congress,  and  in  the  White  House.  When  the  sources  of  suoh  inforaation  ars 
outside  the  ailitary  establishaent,  they  should  be  freely  available  at  staff 
level  to  the  allitary. 

5.  Channels  for  ooiBounloation  betveen  Washington  and  the  theater  of 
military  govemaent  should  be  kept  open  in  both  directions  before,  during, 
and  after  the  fonsation  of  policy  in  order  to  insure  the  two-way  exchange  of 
information,  policy  suggestion,  reports,  crltiolsm,  etc.  essential  to  the 
development  of  effective  policy.  Too  much  communication  is  a  less  harmful 
error  than  too  little;  and  an  excess  tends  to  be  self -correcting,  while  a 
deficiency  teade  to  be  self-perpetuating. 

Routine  coasaunication  ahould  be  eupplenented  from  time  to  time  by 
personal  oontaot.  The  particular  aieans  chosen  is  not  of  great  importance; 
it  may  be  by  regular  or  Irregular  vlsite  home,  by  special  executive  aiiesions 
from  Washington,  by  Joint  paHlcipation  at  international  conferences  on 
problems  related  to  adlitary  govenuwnt,  or  by  other  means. 

6.  The  relationship  between  the  aillitary  governor  and  the  Department 

of  State  sho\ild  be  subjected  to  further  analysis  and  reflection.  Thou 'ht  should 
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be  given  to  the  suggestion  that  tiie  miiitarjr  governor  ooubine  some  of  the 
attributes  of  a  ml  litary  sossiraanuer  and  ou  «wibeiae;;doi*f  reponing  to  ei  group 
like  the  Natioo&l  Secuiltj  Couaoll,  enjoyiiig  the  rig^t  of  direct  access  to 
the  Preeidentj  and  assisted  bjr  teohnloel  attaches  from  various  departments 
of  the  govenuaeat. 
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